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rie” fov Defendant on Defendant's Reel 
to Complainant's Bill of Compiaint. 


The vlainant West Vio sida corpo 
doing Li tessint’. District of Columbia. It is 
owner of patents tuken upon the joint inventions «+ 
Bell and Tuinter and the sole inventions of Charles » 
Tainter coveriug a machine which is comuiercially 

- known as the “ graphophone,” but which is an improve- 
ment vpon the phonograph invented by Mr. Edison. 
‘This ‘suit ip based upon two of these patents, the bill of 
complaint being the ordinary bill for the infringement 
of patent righ’. 

The defendant, tii: 
Jersey COrpr. sur. ., 


Horsey, Yer. dix iy. Chis 


mn Phonogirs i Work-, is a New 

Lavin & factusy at Orauge, New 

owner of thy 

the stock vi tuis company aud is its president, and the 

cerca fh fhe syle mints". turing license oe 
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feud nt is an infringement of the two patents relating 
to the sraphophon., which are the foundation of this 
suit. ‘The broad question as to who invented the es- 


sential features of the modern pli: ah eannot be 
determined at thos time. The issue nowy cesented is a 
limited one. The defendant has filed a pl. setting up 
% license, and the complainant has tiled « replication, 


whieh, under the well-established practi: . admits the 
sufficiency of the plea and puts in issue only the truth 
of the facts which it states.* 

_ It will not Le denied that contract relations did at 
one time exist between the parties, under which the de- 
fendant was authorized, notwithstanding complainant's 
patents, to manufacture and sell phonographs, and that 
these rights are stated by the contracts themselves to 
be granted “in perpetuity.” What, then, is the reason 
for the present suit? In the spring of 1888, the com- 
plainant and the defendant were offering to the public 
two machines, and each contended that the other was 
infringing its patents. To harmonize both interests, 
and to avoid litigation, and at the instigation of the 
complainant, contracts were made whereby each party 
was to manufacture only its particular type of ma- 
chines and such patented improvements as it might 
make thereon. At the same time a selling organization 
was formed to sell both machines impartially, the sell- 
ing corporation having a large capital and heavy con- 
tract obligations based upon the assumed immediate 
success of the enterprise. The coniplainant undoubt- 


* The printed record shows only the amended bill which was 
filed in January of the present year. The original bill was brought 
y by the present complainant and the Volta Graphophone Co. Febru- 
vary 20, 1898. An answer was filed by the defendant May 25, 1893, 
‘and a replication was filed July 1, 1803. The complsiment wade 
outa prima facie case, and the defendant took some rection 
when a defect was discovered in complainant’s tith. Thereupon a 
stipulation was entered into (R., 172), whereby the case was given 
its present form. A part of defendant's testimony which appears 
in the printed record was taken under the answer, and is directed 
the broader issues which were raised by the pleadings as they 
sally stood. . 
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edly belicved its own machine was the stp: rier, and 
would survive in the competition. It was «o sure that 
in the struggle for supremacy the contract conditions 
would practically annihilate the phonograph that its 
officers took care to p!ece beyond ali doubt the charac- 
ter of the phonograph which the contract authorized 
the defendant to manufacture, by literally covering the 
bed-plate of the exhibit machine with their signatures 
scratched in the enamel. Neither machine, however, 
was a commercial success, although the phonograph 
proved the more efficient in operation. 

The complainant pocketed its profits and did little 
or nothing to relieve the situation, although the public 
had been induced to invest millions in the enterprise. 
Mr. Edison, on the other hand, was not willing to let 
an enterprise based partly on his reputation as an in- 
ventor fail. He brought to bear upon the subject his 
unrivaled experimental ability, and besides giving his 
own time, spent, in his efforts to produce « successful 
machine, not only the large amount of inouey he had 
received from the sale of his phonograph patents, but 
a further sum taken from his resources obta!:.ed from 
other inventions. Naturally enough the comp'iinant’s 
machine disappeared from the market. The busi- 
ness, even with Edison’s improved machine. did not 
prove a large success. The selling organization 
was unable to sell the complainant’s machines, 
avd Leng under a contract to take five thousand 
of these machines per year, became involved after pay- 
ing the complainunt upwards of two hundred and fifry 


‘thousand dellars, principally for these orsalable me 


chines, and was finally put into the hands of a Receiver 
to be wound up. The complainant’s situation then 
was thal {Ll was without business oy income, and was 
bound by contracts to make a machine which: had been 
outstripped in the race for commercial s) pyeniacy. 
Two courses were open toit. The first course was 
to improve this machine in .accordance with the con- 
tracts, and make it equal or superior to Mr. Edison’s 
machine. That meant a large experimental expense, 
with an uncertain outcome. The second course wes to 
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ignore the contracts, od) sppropria! without leave 
those features of invention wiich Me. ‘ison had con- 
tributed to noke the phonegraph a success after the 
original failwe of the enterprise. This is what the 
complainant did, and the present suit is a part of com- 
plainant’s plan of operation. We do not wish to 
charge the comp!ainant with inteational bad faith im 


‘this matter, ‘The contragt situation is a complicated 


one, and it may very well be that the complain nt 
thought there was sufficient doubt about it to warrant 
the bringing of this suit and to make its appro m 


of Mr. Edison’s patented inventions a violation simply 


_ of the patents and not of the contract obligations. But 


the contract question was one which was capable of 
being tried without willful violation of My, Edison’s 
vatonts, and that willful violation puts the complainant 
in a position where it should expect little aid from a 
Court of Chancery. 

The defendant has undoubtedly proved the truth of 
its plea, an assertion which we are about to demon- 
strate. But beyond this, it has gone further and 
established the equity of its contention apart from the 
limited issue raised by the pleadings. These two 
propositions will be separately treated. 


DEFENDANT HAS MAINTAINED THE 


TRUTH OF ITS PLEA. 


The Plea. 


The preliminary contract between the yraplophone 
and phonograph interests was executed June 28, 1888. 
It is sect out in full in the plea (LL, p.$). The preeed- 
ing portions of the plex arc devoted to showing the 
contract relations which existed between the several 


persons and corporations forming each of the two in- 


terests, and the attitnde of those two interests towards 
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“ch other, prior to the making Gi (he contrac! of Jie 
“ws, iXSS. These preliminary statements of the ples 
will Ge vel sie? fo briefly, and vefercnce made to the 
points in th» reed where they are proved. 

‘The plea alleges that the Edison Phonograph Com- 
pary was organized prior {) Octoher 28,1887 (see Cer 
tif: io, R., p. 174), and on that Ate became UH ov 
of ti: ' -tters Patent of the United States and « » 
theret '.. granted to Mr. Edison for the phousg: 
and fo: improvements thereon, together with the right 
toa: new o. further inventions relating to the phono- 
grap!), made by Mr. Edison within five years from that 
date (see. agi ment of Ociober 28, 1887, R., p. 177). 
The Lette:: Patent of the United States and Canada of 
which the said Edison Phonograph Company then be- 
came the «wner included the fundamental patents re- 
lating te tie phonograph, of which Mr. Edison was tre 
true and original inventor, and which patents covere.) 
or purported to cover the fundamental features of the 


phonograph and the method by which it operated, © 


which have been used in all machines for recording 
and reproducing speech since the date of said patents. 
Among the patents so assigned to the Edison Phono- 
graph Company was United States Patent No. 200,521, 
which appears at page 378 of the record, and which is 
Mr. Edison’s broad patent on the phonograph (Edison, 
R., p. 158, Q. 6; see also Mr. Thurston’s opinion, R., 
p- 350). ' 

The plea also alleges that prior to June 28, 1888, the 
defendant corporation, the Edison Phonograph Works, 
was organized (see certificate, R., p. 182), and that prior 
to June 28, 1888, the defendant was licensed by the 
Edison Phonograph Company to manufacture end sell 
the inveniions relating to the phonograph cuvered by 
the patents then owned or which might subsequently 
be acquire? by the said company (see agreement of May 
12, 1855, K., p. 18-5). 

The plea also alleges o:.t prior to Mareh 26, 1888, 
the coinplainant the Amerie ne Graphor” Coumany 
was the sole licensee of 1°. ti Ga houe Chant- 
pany under prtent. relatin to the grapiophone, in- 
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eluding the patents in suit (see paragraph 10 of the 
amended bill of complaint, R., p. 3), and] that on the 
date referred to the complainant entered DI pees 
ment with one Jesse H. Lippineott, licen: he pond 
Lippincott, for the term of fifteen years, to scl or lows 
and to use in the United States, excepting three States 
named, all the graphophoene instrament: and supplics 


therefor manufactured by or for the complainant, under 
. certain conditions stated (seo agreer ent of March 26, 


1888, R., p. 188). 

The situation thus presented by the plea is this: The 
Edison Phonograph Company owned Mr. Edison’s pat- 
ents and the right to future improvements for a term of 
five years, and the Edison Phongraph Works was the 
sole licensee manufacturer. Mr. Edison was the presi- 
dent of these two companies, and the owner of a 
majority of their stock (Edison, R., p. 158, Qs. 2 to 4). 
The companies were simply an incorporation of inter- 
ests owned by him. Thus, Mr. Edison, the Edison 
Phonograph Company and the Edison Phonograph 
Works were the parties who represented the phono- 
graph interest. The graphohpone interest was repre- 
sented by the complainant and by Mr. Lippincott, who 


was the licensed selling agent of the complainant for a 


term of fifteen years and was authorized to introduce 


the graphophone “by personal effort and through ad-) 


vertisement, the establishment of agencies and other- 
wise” (Sec. 8, R., p. 192). 

The plea, having set up the contract situation 
between the parties representing each of the two inter- 
ests, then proceeds to state that prior to June 28, 1888, 
the complainant had commenced, or proposed to com- 


_ mence, the business of making and selling the said 


graphophone, which embodied, or was alleged to em- 
body, the features of the Edison fundamental patcuts 
relating to the phonograph, and the said Edison Phono- 
graph Works had commenced, or proposed to com- 


mence, the business of making and selling an improved - 


form of the Edisen phouceraph, which was alleged by 
the complainant ic infringe some of the patents on the 
graphophone under which the complainant was licensed, 
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ain! tho plea alloves that in order to harmonize these 
confleting interes and to avoid litigation, the said 
Lippincott with the knowledge and consent of the 
complainant, did on June 28, 1888, cuter into an ayrec- 
ment with the s.] Edison “in words and terms us 
follows,” and then follows the agreement in ful! (R., 
p- 8). 

The situation of affairs at the time ‘his’ agreement of 
June 28, 1888, was made appears at varidus points in 
the record, as well as the fact that the agreement was 
made with the knowledge and consent of the compiain- 
ant. Mr. Edison says that he had started a factory to 
manufacture the improved phonograph, and had opened 
an office in New York, preparatory to going into active 
business (R,, p. 158, Q. 7). My. Edison also says that he 
considered that the graphophone infringed his funda- 
mental patent, while the Graphophone Company 
alleged that his improved phonograph infringed 
their patents, and that the purpose of the exchange 
of manufacturing rights was the ~“‘consolidation of tice 
business in one concern and freedom from putent 
litigation and a bold front to the public” (R., p. 159, 
Qs. 15 to 18). The witness Walecntt went into Mr. 
Lippincott’s employ in May or June, 1888. He says 


_ that Mr. Lippincott had then secured his agreement 


with the Graphophone Company, but, becoming aware 
of the fact that the graphophone infringed Mr. Edi- 
son’s basic patents, he, with the knowledge and consent 
of the Giaphophone Company, made the contract with 
Edison (R., pp. 54, 55). See also testimony of the 
witness Tewksbury (R., pp. 77, 78). See also the testi- 
mony of the witness Lombard (R., pp. 134 to 137). 
This agreement with Mr. Edison was presented to the 
Board of Directors of the complainant before it was 
executed, and received the complainant’s approval (R., 
pp. 276 to 282). 

That the arrangem<nt was instigated by the com- 
plainant and was for the coimplainant’s benefit ap- 
pews at many points in the record. Complain- 
ant’s president stated this fact to the Convention 
of Phonograph Companies in 1891 (1t., p. 370), and the 
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same fact appears by the correspondence (R., p. 237). A 
copy of the agreement was eiicched to the agreement 
between Lippincott asd the con:jJainant of Angnst 6, 
1858, a copy of which is given in full in the plea 
(R., pp. 26 to 35). Without multiplying reference 
to the revord, it is asserted, withovi fear of successful 
coutrachetion, that the otegation cont ‘ocd in the plea 
of the business situntion prior to Jim, 2B, 1888, is fully 
proved, as well as the fact that tho agreement of June 
28, 1888, was made “ with the knowlese and cousent of 
the complainant.” The agreement itself, which: is sot 
out at length in the plea, is proved by the stipr'stion, 
which appears at page 156, as well as by the tes simon) 
of witnesses. 

We are only concerned now with the proof of the 
facts set up by the ples. and heneo i is not necessary 
to consider the terms af the contvact. 

It may, however, be -.": bo state t!..f tie agreement 
of June 28, 1888, provided for the purchase of the 
eapital stock of the Edison Phonograph Company by 
Mr. Lippincott, also for the organiz:iicn of « Company 
which should exploit both she graphophone and the 
phonograph, and for the execution of {wo ..ccements, 
one between Edison and the said company, and the 
other between the Edison Phonograph Works and said 
company, copies of these proposed agreements being 
attached to the main agreement as exhibits. These 
proposed agreements provide that a company is to be 
organized for the purpose of introducing both the pho- 
nograph and the graphophone ; that the phonograph 
shall be of a certain character, and that the grapho- 
phone, thereafter to be called the “ plonograph-grapho- 
phone,” shall-also be of a certain characte: ; and that 
the Edison Phonograph Works shall have “ the sole 
and exclusive right to manufacture the phonograph and 
the various devices and apparatus used in connection 
therewith and supplies therefor in perpetuity” 

The plea further alleges (R., p. 15) that an fay Ti, 
1888, the Edison Vhionograph Company rateied and 
confirmed the agreement of Jone 23, 1555 (sce Agree- 
ment, R., p. 194). 
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The ples further alleges that, in pursuance of the 
business scheme contemplated by the contract of June 
28, 1888, the said Lippincott, on July 16, 2ss8, organ- 
ized the Novth American Phonograph Company, aud 
on July 17, 1888, executed an agreement purporting to 
convey to said company his rights under Iis contract 
with the complainant dated March 26, 188, ud also 
his rights under the contract with Edison dated June 
28, 1888 (sce Certificate of Incorporation, K., p. 196, 
and Agreement of July 17, 1888, T., p. 200). 

The plea further alleges (R., p. 15) that prior to Oc- 
tober 10, 1388, the said Lippincott and the said North 
American Phonograph Company, for the purpose of 
harmonizing the phonograph and graphophone interests, 
to avoid litigation, and in furtherance of the business 
scheme contemplated by said contract between said 
Lippincott and said Edison of June 28, 1888, “ with the 


knowledge and consent of the complainant,” mde cer- - 


tain agreements with the said Edison and the said Edi- 
son Phonograph Works, and also made certain agree- 
ments with the complainant, 


“whereby the said Edison Phonographs Works was 
licensed in perpetuity to make and sell, under 
the graphophone patents, including the patents 
referred to insaid bill of complaint, a ma- 
chine called the phonograph, and supplies theve- 
for, and patented improvements thereon, and whereby 
the said American Graphophone Company was licensed 
in perpetuity under the said Edison Patents to make 
and sell a machine called the phonograph-graphophoue, 
aud supplies therefor, and patented improvements 
thereon ; and whereby, in order to make certain the 
precise character of machines which the complainant 
and defendant were thus respectively licensed to make 
and sell, a model phonograph and a model pho- 
nograph-graphophone were adopted as standard 
machines, and it was provided that the phono- 
graph and phonograph-graphophone which the defend- 
ant and the complainant were respectively licensed to 
make and sell, should not be changed from said stand- 
ard machines, except in so far as each might be im- 
proved by patented inventions, but that any patented 
invention of Mr. Edison improviug the phonograph 
shall not be applied to or used on the phonograph- 
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graphophone, nor shall any patented invention owned 
or controlled by the Volta Graphophone Company, im 
proving the phonograph-graphophone, be applied to 
er used on the phonograph.” 

The agrecments are referred to as the “ following ” 
agreements, and are set out in full in the plea, between 
pages 16 and 88 of the record. They are (1) an agree- 
ment dated August 1, 1888, between Edison, the North 
American Phonograph Company and Lippincott (p. 16) ; 
(2) an agreement of the same date, between the North 
American Phonograph Company, Lippincott and the 
Edison Phonograph Works (p. 18); (8) an agreement 
dated October 10, 1888, between Edison, the Edison 
Phonograph Works, the North American Phonograph 
Company and Lippincott (p. 20); (4) an agreement dated 
August 6, 1888, between Lippincott and the American 
Graphophone Company (p. 26); (5) a supplemental 
agreement made August 6, 1888, betwee1 the American 
Graphophone Company and Lippincott (p. 35). 

The portion of the plea containing the agreements 
just referred to, and alleging a license by virtue of 
those agreements, contains the vital allegations which 
we assume the complainant will attack. We will re- 
turn to this matter after concludimg our review of the 
plea. 

The plea concludes (except for the usual formal alle- 
gation) with the following allegation (R., p. 38) : 


“ This defendant, relying upon said license, entered 
upon the business of manufacturing and selling phono- 
graphs and supplies therefor in accordance with said 
license, and invested a large amount of money in said 
business, but this defendant has never manufactur d or 
sold any phonographs or any machines for recor ing 
and reproducing speech and other sounds than the 
phonographs and supplies referred to in said license 
agreement, and the same in all respects as the said 
standard phonograph referred to in said license agree- 
ment, except so far as said phonographs have born 


’ 


improved by patented inventions of Mr. Edison.” 


The standard phonograph referred to in the license 
contract has been produced in evidence and is marked 
“ Defendant’s Exhibit 1888 Phonograph,” the blank 
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and the recorder at seproducer which form part of it 
being independently wacrked. 

It appears by the testimony of Mr. Mdison that, after 
receiving the maniulseturing license, the Phonograph 
Works began to manufacture phonographs, and he in- 
mediately went to work to try and improve the phono- 
graph, and that he ficily arrived at a fairly satisfactory 
machine, sufficient to do bnusiiess on, which went into 
use. That machine is Compiainant’s Exhibit Modern 
Phonograph.” The first model oi the modern phonograph 
was sent to the North American Phonograph Company 
November 13, 1889, and the machines sent out after 
Novem! + 13, 1889, were like this model (R., pp. 160, 
161, Qs. 26 to 31). Mr. Edison compared the contract 
model with the commercial machine and stated the dif- 
ferences (R., pp. 161, 162, Qs. 33, 34). He also stated 
that the differences between the two machines are in- 
ventions which he patented, and he refers to the pat- 
ents (R., p. 163, Qs. 35 to 87). Neither Mr. Lippincott, 
nor the North American Phonograph Company, nor 
the American Graphophone Company, nor anybody in 
the interest of those companies. ever notified him that 
the commercial machine was not made in accordance 
with the mannfacturing contract (R., p. 163, Q. 38). 
He spent over $700,000 in his efforts to supply the 
public with a practical and satisfactory phonograph, 
which amount was about $45,000 more$ than he had 
ever received (R., pp. 163, 164, Qs. 41, 42). There is 
no contradiction of any of these statements made by 
Mr. Edison, but, on the other hand, they are supported 
at vi vious points in the record. 


The XYssue Which the Plea and Replication 
Raise. 


Returning now to the allegation of the plea that 
prior to October 10, 1888, the defendant was licensed 
to manufacture a certain machine by virtue of certain 
agreements stated at length in the plea, what is the 
burden of proof resting upon the defendant under the 
issue raised by the pleadings ? 
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The established chancery practice is stated |. Chief- 
Justice Tayey, in Phode Island vs. Mussachuseiis, t4 
Peters, 210-257, in the following language : 


257, 

“ According to the rules of pleading in the Chancery 
Court, if the plea is unexceptionable in its form and 
character, the complainant must either set it down for 
argument or he inust reply to it, and put in issue the 
facts relied on in the plea. If he elects to proceed in 
the manner first. mentioned, and sets down the plea for 
argument, he then admits the truth of all the facts 
stated in the plea, and merely denies their sufliciency, 
in point of law, to prevent his recovery. If, on the 
other hand, he replies to the plea, and denies the truth 
of the facts therein stated, he then admits that, if the 
particular facts stated in the plea are true, they are 
then suflicient in law to bar his recovery ; and if they 
are proved to be true, the bill must be dismissed, with- 
out reference to the equity arising from any other facts 
stated in the bill.” 


This is the general rule of the English Court of 

Chancery, which has been adopted and enforced by the 
‘Supreme Court of the United States, except so far as 
it has been changed by a rule of the Court adopted in 
1822.....! 

Hughes vs. Blake, 6 Wheat., 453, 472. 

Farley vs. Kittson, 120 U. S., 303, 314. 

U.S. vs. California, de., Land Co., 148 U.S., 


31, 39. 

Beals vs. Illinois, &c., R. FP. Co., 133 U.S., 
290, 295. 

Lorn vs. Detroit Dry Dock Co., 150 U. S., 
610, 625. 


The rule has also been frequently stated apd applied 
by the Circuit Courts.* 
Myers vs. Dorr, 13 Blatch., 22, 26. 


* The adoption of this English chancery practice with regard to 
pleas by the State Courts is shown by the following cases : 

Camman esx. Traphagan, 1 XN. Jd. Eq., 230; Meeker ts. Varsh, 1 
NN... Eqs, 198: Big rs. Bonnel, 10 N. J. Eq., 82; Darvixson’s Lrrs. 
vx, Johnson, 156 N. J. Ey., 113; Newton ex. Thoryer, 17 Pick., 129; 
douskulp ts. Kershner, 49 Md., 516; Little rs. Stephens, 82 Mich., 
596; Allen vs. Randolph, 4 Jolins. Ch., 693; Bogurdus cts. Trinity 
Church, 4 Paige Ch., 178; Dows vs. McMichael, 6 Paige Ch., 139. 


———— 
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Cottle vs. Nrementz, 25 VF. V., 494, £95. 

Birlseye vs. Heilner, 26. Vo, 147. 

Bean vs. Clark, 30 YF. T, 2:5. 

Therberath wey. Tlarness Trimming Co, 5) 
Banu. & Ard., 5S4. 


The lest case was in this circuit. Some doubt at one 
Hine existed as to the effect upon this practice of Equity 
Rule 83, originally promulgated by the Supreme Court 
in 1822 as Rule 19 (see Peurce vs. ice, 142 U.S, 
25 $2), but that doubt has been removed by a recent 
decision of the Supreme Court. The rule referred to is 
as follows : ; 


“The plaintiff may set down the demurrer or 
plea to be argued, or he may take issue on the plea. 
If, upon an issue, the facts stated in the plea be de- 
termined for the defendant they shall avail him as 
far as in law and equity they ought to avail him.” 


Before the Supreme Court had passed upon that rule 
Judge Watuace had before him the case of Beau vs. 
Clark, supra, in which, like the present case, there was 
a plea of a license by the defendant and a replication. 
In that case Judge Wattace said (30 F. R., 225): 


“ The plea of the defendants goes to the whole bill. 
The complainant has taken issue upon the plea, and 
the case is now here upon the proofs. The only in- 
quiry is whether the proofs establish the facts alleged 
in the bill [plea]. If they do, the defendants are enti- 
tled to judgment upon the plea, even though, had the 
plea Leen set down for argument, the facts averred 
would not authorize a judgment. Having taken issue 
upon the plea, the complainant cannot now assert 
that the facts alleged are not a good defense to the bill.” 


This general rule Judge Watuace applied to the 
case, notwithstanding equity rule 33, as to which he 
says : 


“Tt may be that this rule was intended to relieve a 
complainant from the hardship of haviug his suit 
barred when the facts sis od are determined in favor of 
defendant, although they would not be a defense. But 
the language is consistent with the meaning, that, if the 
plea extends to part only of the matters of the bill, the 
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suit is to be barred so far as the plea extends, and, if 

this is the correct interpretation, the rule deo. not 

change the pre-existing practice. The effect of ric 33 

has not been censidered by the Supreme Court in any 

reported ease, and, until that Court passes upon the 
uestion, this Court should adhere to the decisions in 
Jyers vs. Dory and Birdseye vs, [leilnev.” 


In Furley vs. Aitison, supra, the Supreme Court ap- 
plied the general pritciple of practice, notwithstanding 
the rule referred to, and made the following statement 
with regard to that rule (120 U. S., 315) : 

“The effect of this rule of Court, when the issue 
of fact joiued on a plea is determined in the defend- 
ant’s favor, need not, however, be considered in this 
ease, because it is quite clear that at a hearing upon 
plea, replication and proofs, no fact is in issue between 
the parties but the truth of the matter. pleaded.” 


In Horn vs. Detroit Dry Dock Co., supra, the defend- 
ant filed a plea of accord and satisfaction to the whole 
of the bill, setting up in the plea certain releases, and 
the truth of the plea was put in issue by a replication. 
The Court referred to the general practice aud to its 
modification by Equity Rule 33, but applied the genera} 
practice, notwithstanding such rule, stating (150 U. S., 
625) : 

“ But even under this rule, when the plea meets and 
satisties all the claims of the bill, it ought, in law and 
equity, to avail the defendant so far as to require a 
final decree in his favor.” 


That statement by the Supreme Court settles the ap- 
plication of the rule toa case like the present, where 
the plea goes to the entire bill, and meets and satisfies 
all the claims of the bill. The views of Judge Wat- 
LACE, stated in Bean ve. Clark, and already quoted, are 
evidently to the same effect, Judge Wattace having 
correctly anticipated the views of the Supreme Court 
on the subject. 


The authorities establish the further proposition that 
where the plea alleges title or reloase by virtue of an 


ed 
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instrument in writing set out in the plea, the filing of 
areplication puts in issue only the faci whether such 
an instrument was executed and delivered, and thy 
instrument itself cannot be examined to determin 
whether it is suflicient to create the title or giv th 
release which the plea alleges is created or given by 
it. Indeed, this is the necessary effect of the genere] 
rule, because where the deed is set out in fo)l in’ the 
plea, and is alleged to give the defen! «it.title, the 
sufliciency of the deed, assuming it was executed and 
delivered, is a question presented by the face of the 
plea, which question must be raised by setting the 
plea down for argument, a procedure which, under the 
authorities, is equivaleut to demurring to the plea. 

In Horn vs. Detroit Dry Dock Co., supra, the plea al- 
leged the execution and delivery of certain receipts and 
acquittances in words and figures recited by the plea. It 
was attempted to show that the defendant had agreed 
to pay other sums besides those referred to in the re- 
ceipts and acquittances, and it was also urged that the 
record showed that the receipts were not intended to 
cover the entire claim. The Court decided (150 U. S., 
626) “ that the issue made by the veplication was simply 
the existence of the receipt as set forth in the plea,” 
and at another point (p. 627) the Court says, in deal- 
ing with complainant’s contention, that the general 
replication ‘ merely puts in issue the truth of the plea.” 

The case of Birdseye vs. LHeilner, 26 F. Ki., 147, is 
also instructive as showing the strict adherence by the 
Courts to the issue raised by « replication to a plea, 
notwithstanding the evident insufticiency of the plea as 
a matter of law. In that css the complainant sued an 
infringer on patents relatins to corsets. The opinion 
states : 

“ The only facts which are put in issue by the repli- 
cation are whether the springs or stays which the de- 
fendants have employed in making corsets were pur- 
chased by them frei: one Bassett, and whether Bassett 
was licensed by complainants to manufacture and _ sell 
sid stays or springs for use in the manufacture of cor- 
sets. If these allegations of fact are established, the 
legal conclusion that they are a good defens: to the 
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suit 16 Hof open to contention. ‘Thi case has been 
argued as though the question were whether tic com- 
plainants have authorized Bassett to licens: ot! ss to 


use the compiainants’ patents for improvements in coi- 
sets. No such issue is raised by the plea and replica- 
tion.” 


The opinion goes on to find that Bassett, who was 
not a party to the suit, had an agreement with the com- 
plainants by which, he was to manufacture these 
springs for corsets for the complainants, and was not 
to sell the springs to others except on certain terms ; 
and the Court also found that this agreement gave Bas- 
sett no rights under the complainants’ patents relating 
to corsets, but that the intention was that Iiussett would 
farnish these springs to other manufacturcrs who took 
licenses under complainants’ corset patents. Obviously, 
the plea was insufficient, and on the evidence the Court 
was Satisfied that the defendants, notwithstandine the 
arrangement with Bassett, could be found to be inf isers 
of the complainants’ patents relating to cu. is, but the 
Court gave judgment for the defendants because they 
had established the truth of the facts alleged in their 
plea. ' 
In the case of Bean vs. Clark, 30 F. R., 225, defend- 
ants pleaded a license agreement between themselves 
and third parties not parties to the suit, and the com- 
plainant filed a replication. The plea was in such form 
that the issues of fact presented are stated by the 
Court to be (1) whether the agreement was executed 
with the sanction and approval of the complainant, and 
(2) whether it was intended to be a final agreement in 
force from its date, or merely a memorandum for an 
agreement thereafter to be entered into by the parties. 
The opinion concludes with the following statement : 


“Tt may be conceded that the language of the con- 
tract is so ambiguous in its provisions relating to 
licenses that it is incapable of any rational interpreta- 
tion. It may be conceded, further, that the agreement 


does not of itself license the defendants to use the ecoim-’ 


plainant’s patented inventions, but at best only confers 
upon them the right to compel specific performance of 
the covenant to grant the license. It may be coneeded 
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that the contract isso vague and uneertain in- this 
respect that specific perfor rrinee cout not be enforeed. 
It may be conceded that is agreement. and the readi- 
ness of the defendants to yo rform it upon their part, 
would not operate as a disc! id satisfaction of the 
complainant's claim for diam ag ¢ , evious Infringe- 
ment of his patents. If the plea had been set down 


for argument, these points wou!! ~ © been open to 
diseussion, and itis more them !o. y that the com- 


plainant wo:'? have prevailed. Lethe only question 
now is whether the facts set: 5 plea are trac. 
As they are found to be et | . the pro, the 
defendants. must prevail.” 


Applying these principles to the plea in the present 


. case, it is only necessary for the defendant to show that 


the agreemeuts which the plea recites were executed | 
and delivered, nd, further, that such agreements were 
made “with the knowledge and consent of the com- 
plainant” and “for the purpose of harmonizing the 
phonograph and graphopbone interests, to avoid liti- 
gation and in furtherance of the business scheme coi 
templated by the contract between said Lippincott and 
said Edison of June 28, 1888.” The agreements thein- 
selves are all proved by the stipulation which appears 
at page 156 of the record, and hence it only remains 
to be shown that the agreements were made with the 
knowledge and consent of the complainant, and for the 
purpose stated. These facts are amply supported by 
the record ; they will not be denied by the complainant. 
The complainant's argument will be directed to other 
questions, such as, that the complainant, although it 
knew of and consented to the agreements, was not 
thereby made a party to the agreements, or bound by 
them, or that such agreements do not convey a license 
under the complainant’s patents. 

We believe there is no foundation for ary of these 
arguments, as we shall presently show, but it is evident 
that they are arguments which caunot be advanced on 
the issue raised by the pleadines. 

In addition to the references to the record, which 
have already been made (supra, p. 7), showing 
the purpose of the surcements and the knowl- 
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edge of them by ‘the complainant, attention is | 


ealled to the minutes of the meetings of the di- 
rectors of the complainant for July 24, 1888, and for 
August 6, 1SSS (KR., pp. 282 to 286.00 Te explanation of 
these minutes it should be stated th. the contract be- 
tween Lippincott and Edison of June 28, 1888, had 
attached to it two pioposed contracts relating to the 
manufacture of the phonograph and the graphophone. 
These proposed contracts were snbseqnent!y executed 
in a modified form on.August 1,1888, and on August 
6, 18S8, the complainant executed two agreements with 
Lippincott confirming the agreements with Edison and 
making the necessary modifications of its agreement 
with Lippincott of March 26,1888. At the meeting 
of the complainant’s Board of Directors of July 24, 
1888, it appears that some objecticn was raised to 
the form of the contracts it was proposed to make 
with Mr. Edison and his company, such form probably 
being the proposed contracts provided for by the agree- 
ment of June 28, 18SS, or some modification thereof. 
Mr. Lippincott submitted these agreements to the 
directors, and the directors, after discussion, appointed 
a comrittee “to confer with Mr. Lippincott and for- 
mulate such modifications as are necessary to make his 
agreement with Edison acceptable to this company for 
the purpose of inducing it to modify its agreement with 
him.” A satisfactory adjustment was evidently reached, 
because at the meeting of August 6, 1SS$, Mr. Lippin- 
cott submitted the amended agreements, which had in 
the meantime been executed, and a committee was ap- 
pointed to formulate a supplemental agreement be- 
tween the Graphophone Company and Lippincott “ to 
enable the said North American Phonograph Company 
to handle the phonograph in connection with Mr. Lip- 
pincott and the graphophone.” and at another meetiug, 
later in the same day, a draft agreement was submitted, 
and it was adopted by the directors of the company. 
The statement of the situation in the report of the 
directors of the Graphophone Company to the stock- 
holders, taken from the minutes of the Graphophone 
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Company dated October 8, 1888, supports defendant's 
contention (It, p. 287). 


* About a year ago it became manifest that Mr. 
Edison had again turned his attention to the phono- 
graph, and in the month of M: ay last he began to make 
public exhibition of an instrument which he called the 
‘Improved Phonograph.’ An examination of this machine 
by the president and general manager, as reported to 
the boned induced the belief that Mr. Edison had in- 
fringed the patents owned by the Volta Graphophone 
Company, of which this company is sole licensee in 
the United States and Canada, and, after procuring the 
written opinion of counsel in the premises, a joint com- 
mittee was appoiuted upon the part of this company 
and the Volta Company to make the necessary prepara- 
tiou for legal proceedings to restrain Mr. Edison and 
his agents “and assigns. While this preparation was in 
progress Mr. Lippincott submitted the drafts of certain 
agreements which he proposed to make, involving the 
purchase by him of the phonograph patents and rights 
upon certain terms and conditions, the making of w hich 
upon his part necessitated the assent of this company. 
After substantial amendments and modifications in the 
proposed terms and conditions, your Board of Direct- 
ors, mindful of the uncertainties and delays of litiga- 
tion, made a supplemental agreement with Mr. Lippin- 
cott, with the assent of the sureties upon his bond, 
which is submitted here for the inspection of the share- 
holders present.” 


It is asserted with confidence that the truth of the 
plea, which is the only matter now before the Court, 
is sustained by the record. It is proposed, however, to 
go further and show that this record makes out a clear 
case of a license covering the defendant’s operations. 
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THE DEFENDANT HAS MAINTAINED 
THE EQUITY CE ITE COMMENT ZON, 


‘Vhis discussion naturally involves the three propo- 
sitions : 


(1) The defendant was licensed in fact ; 
(2) The complainant is bound by the license ; and 
(3) The license is still in existence. 


The record, with the exception of two immaterial 
exhibits, consists entirely of evidence produced by the 
defendant, none of the facts, or proper legal inferences 
from the facts, shown by the record being contradicted 
by the complainant. Mr. Lippincott, who acted in 
this matter as the complainant’s agent, as we shall con- 
tend, is dead. The defendant was put in the trying 
position of proving that agency. Outside of docu- 
mentary evidence, that proof was largely within the 
control of the complainant, and the very men who are 
in position to testify to the facts are slill connected 
with the complainant company. It is significant that 
no one of these men was called by the complainant to 
deny that agency. Colonel Payne, who was the presi- 
dent and executive officer of the complainant during 
the time that the contracts were under negotiation, and 


who represeuted the complainant in those negotiations, — 


was subpcenacd by the defendant for the purpose of 
making formal proof of certain documentary evidence, 
and itis significant that he was not asked on cross- 
examination to deny the agency of Mr. Lippincott in 
making the manufacturing contracts with the defend- 
ant. We feel that, under these circumstances, and in 
view of the difficultics in the way of the defendant in 
producing evidence which was entirely within the con- 
trol of complainant, (he defendant should have the 
benefit of a liberal reading of the proofs in its favor. 


% 
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ne Defendant was Licensed in Fect. 


The contrict of Inve 28, 1888, hetween Edison and 
Lippincott (Iv, p. 8) sintes that Edison is the invento: 
of the phonogriph ; that the Edison Phonograph Com- 
pany owns his patcnts on that instrument, and that the 
Edison Phonograp! Works has the exclusive right to 
manufacture under those patents, and that Edison owns 
a majority of the stock of and controls both companies. 
It states that Lippincott 


“is desirous of causing the formation of a corporation 
which shall, when formed, acquire and possess the nec- 
essary authority to exploit and introduce commercially 
the said phonograph, as well as a certain other instro- 
ment known as the ‘ graphophone,’ and which shall, in 
fact, engage in the introduction and exploitation 
thereof.” 


The agreement provides that Lippincott shall buy 
the entire capital stock of the Edison Phonograph Com- 
pany from Edison for $500,000, the payments to be 
made as provided ; that Lippincott shall, within twenty 
days, orynize a corporation to be called the American 
Phonograph Company to exploit the business ; and that 
two certain contracts, drafts of which are attached, 
shall, within thirty days from the formation of the 
American Phonograph Company, be executed, one be- 
ween Edison and that company, and the other between 
the Edison Phonograph Works and that company. 

The first of these proposed contracts, that between 
Edison and the American Phonograph Company, re- 
cites (R., p. 11), that that company 
“ has been organized with a view of exploiting and in- 
troduciug commercially the phonograph, and has ac- 


_quired the necessary rights and authority so to do, and | 
has also acquired the right to exploit'and introduce an | 


instrument known as the ‘Graphophone,’ ” 


and that 


“the said company possessing the right to introduce 
both instruments, intend placing each upon the mar- 
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ket, leaving to the publie the right to make fhoir own 
selection in buying or renting instruments.” 


The first paragraph of the agreement is as follows : 


“The phonograph shall be put on the market under 
the name of ihe phonograph. The instrument known 
as the graphophone shall be put ons the market under 
the name of the ‘ Phonograph-Graphophone.’ The com 
pany shall do its utmost to introduce both instruments, 
and shall in no way press the introduction of one at 
the expense of the ot)er, nor permit or allow its officers, 
agents or employees to favor one more than the 
other.” . 


The third paragraph of the agreement is as follows: 


“In order that no misuiderstioiding may occur as to 
what is a phonograph and what a phonograph-grapho- 
phone, an instrument previously marked ‘Phonograph, 
T. A. Edison,’ is to be taken as astandard phonograph, 
and an instrument previously marked ‘ Phonograph- 
Graphophone, J. H. Lippincott,’ being one of some 
three hundred recently manufactured by the Western 
Electric Company, is to be taken as a standard phono- 
graph-graphophone. None of the parts or features of 
constraction of one instrument shall be hereafter ap- 
plied to or used on the other, but each shall remain as 
-iIt now is, as illustrated by the instruments marked, ex- 
cept in so far as each may be improved by new inven- 


- tions, but an invention improving the phonograph shall 


not he applied to or used on the phonograph-grapho- 
phone, and vice versa, it being the intention hereof that 
each instrument shall remain distinct, and shall not be 
improved by the use of parts or features of construction 
of the other.” ; 


The fourth paragraph of the agreement provides that 
Edison shall assign improvements to the company, and 
that 
“ no new invention of the said Ediscn assigned or as- 
signable to the company hereunder shall be used on or 
sold with the phonograph-graphophone.” 


The fifth paragraph of the agreement provides for a 
certain money allowance to Edison for experimental ex- 
penses. ‘The eighth paragraph of {he agreement pro- 
vides : | 
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“ All phonographs dealt in by the said company 
shall have placed upon then: such numbers and dates 
of patents as in the opinion of counsel may be 
se cessary for protection of the patents of the company 
vaiter the law.” 

‘The secoud proposed contract, that between the Edi- 
s0u Phonograph Works and the American Phonograph 
Company (R., p. 13) recites that the said company 


“as about to undertake the introduction and’ exploita- 
tion of the ‘Phonograph, and an instrument to be 
called the ‘ Phonograph-Graphophone,’ and the various 
devices and apparatus used in connection therewith, 
and the supplies therefor, and is desirons of having 
the said phonograph and supplies manufactured by 
the Edison Phonograph Works.” 


The first paragraph of the agreement contains the 
following grant : 

“The party of the first part [the American Phono- 
graph Company] hereby agrees to grant, and hereby 
docs grant, to the party of the second part [the Edison 
Phonograph: Works] the sole and exclusive right to 
mauafacture the phonograph, and the various devices 
and apparatus used in connection therewith and sup- 
plies therefor in perpetuity, and agrees that it will not” 
authorize the mauufacture thereof by others. 


The second paragraph of the agreement states that 
the American Phonograph Company does not possess 
the right to authorize the manufacture of the phono- 
graph-graphophone, but that it will obtain for the 
Edison Phonograph Works the privilege of bidding on 
the manufacture of such instruments, and that if the 
bid of the Works is vo higher than the bora de bids 
of other reputable manufacturing establishments, the 
manufacture of such instruments shall be given to the 


Works. 


These two proposed contracts contemplate that at the 
date of their execution, the American Phonograph Com- 
pany will have the right to exploit and introduce com- 
mercially both tiie phonograph and the graphophone, and 
will have such authority or coutre} over the patents upon 
both of these inustrumcuts, that it will be in position to 
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grant to the Edison Phonograph Works an exclusive 
license to manufacture one of the instruments, viz., the 
phonograph, and will also be in position to coutro! the 


character of the other instrv.aent, viz., the grapho-— 


phone. These instruments are defined by reference to 
specific model exhibits, and the phonograph works is 
granted 


“the sole and exclusive right to manufacture the 
phonograph * * in perpetuity.” 

The contracts further assume that at the date of their 
execution the American Phonograph Company will not 
be in position to authorize the Edison Phonograph 
Works to manufacture the special instrument to be 
known as the phonograph-grapbophone, but that ii will 
secure a preference in favor of the Edison Phonograph 
Works in bidding for the maunfacture of that instru- 
ment. . 

The proposed contracts attached to the agreement of 
June 28, 1885, were not executed in the precise forms 
in which they were originally proposed, but ou Auguet 
1, 1888, two similar contracts -were executed. The 
first of these (R., p. 16) was between Edison o1 cue 
part, and the North American Phonograph Company 
and Jesse H. Lippincott on the other part, and the 
other (R., p. 18) was between the North American 
Phonograph Company and Jesse H. Lippincott on one 
part, and the Edison Phonograph Works on the vther 
part. The differences between the proposed agreements 
attached to the contract of June 28, 1888, and the 
agreements actually executed August 1, 1S88, are not 
material at the present stage of the discussion. Those 
differences and the occasion for them are signiticant as 
showing the agency of Lippincott and will be referr-d 
to in that connection. 

The first agreement of August 1, 1888, that between 
Edison on one part and the North American Phono- 
graph Company and Lippincott on the other piii, 
recites that the company has the right to introduce the 
phonograph, :nd that Lippincott has the right to in 
troduce the graphophone, and that the company and 
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Lippincott, possessing the right to introduc: toh ja 


struments, intend placing them upon the market to 
gether, ete. Tt provides that the graphophone shall bx 
known as the phonograph-graphophone, and shall be of 
a certain character, while the phonograph shall also be 
of a certain charaeter, determined by exhibit machines, 
and that the phonograph shall uot be changed except 
by patented inventions made by Viv. Pdisou, and that 
the phonograph-graphophone shall ouly be changed by 
patented inventions owned or controlled by the Volta 
Graphophone Company. 

The second agreement of August 1, 1888, the one with 
the Edison Phonograph Works, like the corresponding 
proposed agreement of June 28, 1888, grants to the 
Edison Phonograph Works ; 


“ the sole and exclusive right to mauufacture the phono- 


‘graph * * * in perpetuity.” 


Assuming that Lippincott, in executing the agree- 
ment of June 28, 1888, and the agreements of August 1, 
1888, represented the American Graphophone Com- 
pany, or that that company assented to the making of 
those agreements, or subsequently ratified those agree- 
ments, there can be no question that by virtue of them 
the Edison Phonograph Works was granted the exclu- 
sive license in perpetuity to manufacture a phonograph 
of a special character, not only under the patents relat- 
ing tothe phonograph, but also under the patents re- 
lating to the graphophone. That the defendant has 
manufactured that special instrument and no other is 
clear from the record (Lombard R., 149, Qs. 69 and 70; 


‘Edison R., 163, Qs. 35-37). Cunsequent!r, on the as- 


sumption just made, the defendant is licc..sed to make 
the machine which it has made. 


The Complainant is Bound by the License. 


This proposition is established in many ways, includ- 
ing the assent by the complainant in advance of the 
making of the contracts, the subseyuciat ratification of 
those contracts by the complainant, aud the estoppel 
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arising from the cours of fo hosines. neder the con- 
tracts. 


The contracts were procured by the com- 
plainant and were for tls benefil. 


The purpose of the contracts is shown by the testi- 
mony to have been a treaty of peace and amity between 
the two conflicting interests, the phonograph and the 
graphophone, each owning patents which it pretended 
the other infringed, and both desirous of harmonizing 
the interests, avoidiny the expense of litigation, and 
also avoiding commercial competition. This, the 
record shows, was to be accomplished by dividing the 
manufacturing rights in perpetuity and setting up a 


selling organization which should sell both machines 


on terms of equality through local companies or agen- 
‘cies possessing territorial rights, which local companies 
or agencies should have recourse directly to the manu- 
facturers should the selling company fall by the way- 
side. And it was further contemplated that the com- 
plainant should have the option of absorbing, within a 
certain time, the selling organization, and thus em- 
brace within itself two of the three Lianches of the 
business. 

The relations of Mr. Edison to the defendant, and 


“Mr. Lippincott to the complainant, at the time those 


two gentlemen met and arranged the treaty of peace 
and amity, should first be understood. 

Edison was the inventor of the phonograph and had 
a patent with broac claims covering all talking machines 
operating by making a record of sound vibrations and 
causing that record to reproduce the sounds. He had 
made improvements upon the phonograph, designed 
to adapt it for commercial use, and was about to put it 
upon the market, «nd had incorporated his interests by 
organizing the Edison Phonograph Company as the 
owner of his patents and his selling company, and the 
Edison Phonograph Works as the manufacturing co: 
cern. The complainant company had undertaken the 
business of exploiting the graphophone, and was the 
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exclusive licensee of the Volta Griphophone Company, - 


which ovned the graphophone yctents, and subse- 
quently secured the title to the patents themselves. 

Mr. Lombard, having been impressed with the pros- 
pect of doing business with the graphophone, which he 
had seon, began in November, 1887, to negotiate with 


the complainant for the privilege of exploiting the’, 
graphophone. He interested Mr. Lippincott with lim, 


and the negotiations were continued by Mr. Lippincott, 
and on March 26, 1888, Mr. Lippincott executed an 
agreement with the complainant whereby Mr. Lippin- 
cott was to take five thousand graphophones per year, 
and was given certain wide powers with regard to the 
exploitation of the business. The agreement with Mr. 
Lippincott appears at page 188 of the record. His 
rights extended throughout the United States, with the 
exception of the States of Illinois, Wisconsin and 
Michigan, which were subsequently added to his con- 


tract (R., p. 289). This was an extremely favorable 


contract for the complainant, because the complainant 
was to get twenty dollars on each machine and a manu- 
facturer’s profit of twenty-five per cent (R., p. 286), 
and Myr. Lippincott gave a bond with two satisfactory 
sureties ip the sum of $200,000 for the performance 
of the contract (R., p. 287). It appears also that, as a 
conditicn precedent to the making of the contract, 
Mr. Lippincott paid the complainant $200,000 in cash 
for $100,000 par value of its stock (Lombard, R., p. 138, 
Q. 18). As matters turned out, this preliminary pay- 
ment of $200,000 was in excess of the value of all the 
rights which the complainant possessed. 

Before Lippincott made his arrangement with the 
complainant, and indeed before the complainant was 
organized and secured its rights under the grapho- 
phone patents, the Volta Graphophone Company own- 


* ing those patents appreciated the obstacle in the way 


of the success of its enterprise arising from the in- 
fringement of Mr. Edison’s broad patent, and the 
directors of that company considered the 


“ advisability of submitting a proposal for harmonious 
arrangements ” (R., p. 303). 
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In the proposed agreement with Lombard of Novem- 
ber, 1887, it was contempleted that there would be 
litigation and competition (R., p. 258; U., p. 264), and 
this idea prevailed at the date of the making of the 
contract with Mr. Lippincott of March 26, 1888 (R., p. 
190). At the time the negotiations with Mr. Lippincott 
were in progress, the directors of the complainant eon- 
sidered a proposition from one Mr. Moriarty contem- 
plating the organization of a company which should 
purchase both the graphophone and phonograph in- 
terests for cash and stock (R., p. 269). Mr. Edison 
testifies that the object of the exchange of manufactur- 
ing rights was 


* consolidation of the business in one concern. and 
freedom from patent litigation ” (R., p. 160, Q. 18), 


and that in executing the contract of June 28, 1888, he 
understood that Mr. Lippincott represented the com- 
plainant (R., p. 159, Q. 9). The officers of the com- 
plainant understood the situation, but evidently Mr. 


. Lippincott did not, and apparently they did not inform 


him of it. Mr. Lippincott carried on his negotiations 
personally and was not advised by any attorney 
(Lombard, B., p. 136, Q. 9; RB., p. 189, Q. 24). On the 
other hand, the complainant was a company of lawyers, 
and its negotiations with Mr. Lippincott were carried 
on by a committee of three lawyers, who, as one of 
them admits, took a course designed to mislead and 


hoodwink Mr. Lippincott (Payne, R., p. 129, x-Q. 50). — 


Walcott says that Lippincott 


“ became aware shortly after acquiring his rights from 
the graphophone company of the basic patentS of Mr. 
Edison on the machine known as the phonograph ” (R., 


p- 54, Q. 6) ’ 
that 


“he desired to get control of the Edison Patents in 
order that he might sell both phonographs and grapho- 
phones, and inore especially that he might sell graplo- 


Edison Patents for doing so” (R., p. 55, Q. 10). 
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Tewksbury says that: 


© The general understanding, however, was that the 
“ison phonograph patents stood in the wav of the 
excitation of the graphoplone ;” 


and that it was not until (ie arrangement with Edison 


. was made that Lippincott felt free to proceed with the 


business, and that that arrangement was 
; , 6, 


“ that the right to manufacture the graphophone rested 
in the American Grayiophone Company, and the right 
to manufacture the phonograph rested in the Edison 
Phonograph Works” (li., pp. 78, 79, Q. 5). 


Lombard says that in his early negotiations with the 
complainant, before the Lippincott negotiations, he 


“ made quite a poiut of the possible competition of the 


phonograph.” i, ; / 


He continues : 


“ T remember at that time—in fact, several times— 
in this question of the Edison phonograph patents, 
etc., that there was a desire expressed very strongly on- 
the part of some of the gentlemen, or a hope rather, 
that anything like litigation would be avoided by some 
kind of an agreement being made” (R., p. 135). 


Mr. Lombard subsequently became an intimate as- 


sociate of Mr. Lippincott and jointly interested with 


him in the promotion of the graphophone business. He 
tells about Mr. Lippincott seeing the improved phono- 
graph for the first time, and that Mr. Lippincott, 
within a few days, went to Washington, and when he 
came back told Lombard : 


“that the Graphophone Company wanted him to 
commence negotiations with Edison, having in view ac- 
quiring the phonograph interest, combining the busi- 
ness under one head,” 


and that, notwithstanding certain jealousies of the re- 
spective inveutors, 


# 


“the arrangement = * was made so that the 
Edison Phongraph Works were to continue making the 
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phonograph, and the Graphophone Company was to 
establish a factory and manufacture the graphophone ” 


(R., p. 137, Q. 16). 


In the report of the complainant's directors to the 
stockholders, whieh appears in the complainant's inin- 
utes for October S$, 1883, it is stated that the assent of 
the complainant was given to the arrangement because 
the complainant’s directors were 


“mindful of the uncertaiiities and delays of litigation ” - 


(R., p. 287). 


That the purpose of the arrangement was to avoi’ 
litigation appears at many points in the record,.and 
that it had that effect was made use of as a prominent 
inducement to investors in the promotion of business. 
In the circular issued by the North American Phono- 
graph Company in 18S (R., p. 340), after stating that 
the two interests had been combined, it is said : 

“This is probably the first instance in the history of 
promotion where business methods have been applied 
‘and commercial arguments used to accomplish an union 
of interests and a combination of ‘all possible claims of 
inveutors prior to a trial of conclusions by recourse to 
law. 

“The practical and financial value of such a coalition 
may be partially realized, aud in a measure estimated, 
when attention is directed to the vast amount of money 
spent by rival telephone claimants during past years in 
litigation, and to ee hciious paid in the nature of com- 
promises, not to mention the losses sustained, while 
competition fought for the existence which consolida- 
tion alone could render profitable.” 


In the organization of local companies to handle the 
phonograph and tie grajhophone, a special point was 
made of the ‘freedom from litigation” (Ii., pp. 823 and 
333). Inthe public advertisements and widely cireu- 
lated printed matter which were made and sent out by 
prominent banking houses in an effort to sell some of 
the stock of the North American Phonograp): Com je ny 
this point was given prominence (R., pp. £4 wii 346), 
and that pre-eminently able lawyer, Mr. Benjamin F. 
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‘Yburstes, exve an opinion, which was used in the pro 
molion of the business and the site of stoc!, upon the 
polent: and contracts relating to the subjee!, m which 
(B., p. 350) the advantages to the business of Edison’s 
bread patent on the phonograph arc stated. Lr. Thur- 
ston co cludes with a summary of the contract sitnation 
in which he says (R., p. 855): 

“The title to the Edison phonograph patents resides 
in the Edison Phonograph Company. The title to th: 
geuphophone patents resides in the Volta Graphophuie 
Coinpany. The exclusive right to manufacture Edison 
phonegraphs under these patents resides in the Edison 
Phonograph Works. The exclusive right to manufact- 
ure graphophones is vested in the American Grapho- 
phone Company.” 


That the mannfacturing contract with the defendant 
was nade by Mr. Lippincott with the assent of, for the 
benefit of and as the representative of the complainant, 
and was subsequently ratified by the complainant, can- 
not be doubted. Reference has already been made 
(ante, p. 29) to the statement by Mr. Lombard that 


“the Graphophone Company wanted him [Lippincott] 
to commence negotiations with Edison.” 


Col. Payne, the president ‘and executive officer of 
the complainant at the time, testifies that Mr. Lippin- 
cott brought Edison’s improved phonograph to the at- 
tention of the officers of the complainant, and that he 
and the general manager of the complainant went to 
New York and saw the phonograph on exhibition. He 
says he was impressed with the work of the phono- 


* graph, and that he 


“suggested to Mr. Lippincott, who seemed to be 
somewhat apprehensive of the fact of a rivalry or com- 
petition between the two enterprises, phonograph and 


graphophone, thet it might be feasible to purchase ° 


from Mr. Edisou, upon reasonable terms, all his rights ” 


(R., p. 110, Q. 16). 


In a letter fo Mr. Lippincott dated May 23, 1888, 
Col. Payne says: ; 
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“T think, however, that I can safely say that our 
company will not deal with the Edison people through 
any one but you. We would be willing to deal cirectly 
with them, but not allow some self constituted middie. 
man to make a large sum of money by getting centre! 
of the Edison interest and then squeezing us” (RL, ;. 


237). 


It appears by the same letter and by the complain- 
ant’s minutes for May 17, 1888 (It., p. 275), that the 
coinplainant was at the time preparing to sue Edison 


on its patents. The complainant’s minutes for June’ 


19, 1888, state (R., p. 276) : 


“Mr. Lippincott presented and read a form of azree- 
ment which he said Mr. Edison would entertain if 
agreeable to this company.” 


Mr. Lippincott retired from the meeting wht! olher 
matters were discussed, and the minutes note that 

“Mr. Lippincott then re-entered and the discission 
of the Edison agreement as presented by Mr. Lippin- 
cott was resumed.” 


Mr. Lippincott was not present at the two meetings 
of complainant’s board held June >, 1885, but at those 
meetings the proposition of joiuin, hands with Mr. 
Edison was discussed, and a resolution was adopted to 
the effect that the complainant’s board would recom- 
mend the purchase of Mr. Edison’s patents, etc. for the 
proceeds of $510,000 par value of its capital stock, 
which should be increased that amount for the purpose 
(R., pp. 276-278). -Mr. Edison was apparently, how- 
ever, insisting on retaining for the defendant the right 
to manufacture the phonograph, and also (siuce the 
complainant had no factory and was having its ma- 
chines made by the Western Electric Company) was 
trying to secure the manufacture of the graphophone 
for the defendant. In a letter from Col. Payne to Mr. 
Lippincott, dated June 26, 1888S (R., -p. 238), Col. 


Payne raises the question as to how the phonograph 


-which Mr. Edison wanted to get the right fo imann- 


facture was to be distinguished. He says :. 
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¥ Upon the point of placing the two instruments < 


upon the market and allowing him [Edison] to manu- 


~ facture the phonograph, a serious difficulty is suggested. | 


What is the phonograph ? Is it the tinfoil eylinder or 
tablet and the process of indentation, ov is it the wax 
surface and the process of engraving? In other words, 
is it the graphophone? In the present condition of 
uneertaiuty as to what he [Edison| might claim to be 
the phonograph, there would be a possibility of serious 
differences in the future.” 


This suggestion made by Col. Pesne undoubtedly 
resulted in the contract provision by which standard 
phonographs and graphophones were marked as exhib- 
its, and the covenant made that neither machine 
should differ from the standard exhibit exe-pt in certain 
respects. As to the manufacture of graphophones by 
Mr. Edison, Col. Payne says in the same letter: 

“ Upon the subject of manufacture of graphophones, 
this company has decided to manufacture its instru- 
ments and supplies.” 


Notwithstanding this conclusion stated by Col. 
Payne, it will be remembered that in the proposed con- 


tract of June 28, 1888, with the Edison Phonograph 


Works, it was provided that the Works should have a 
certain advantage in bidding on the manufacture of the 
graphophone (R., p. 14), which provision was modified 
in the contract actually executed August 1, 1888, by 
stating (R., p. 19) that the Works would have an op- 
portunity to estimate on that manufacture on equal 
terms with other manufacturers, thus leaving the coin- 
plainant in position to manufacture its own machines 
if it saw fit so to do. 

At the meeting of complainant’s directors held June 
27,1888, at eight o’clock ©. M., Mr. Lippincott was 
present (R., p. 279). The minutes state that the meet- 
ing was called because Mr. Lippincott had sent a tele- 
gram desiring a conference with the board and with 
Mr. Tainter. A resolution was passed stating : 

“That the board will approve a modification of Mr. 


Lippincott’s coutract so as to enable him to handle the 
phonograph as well as the graphophone, provided his 
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agresmont with Mr. Edison be substantially as provided 
in the following amended proposal and the letter of 
Mr. Lippineott accompanying the same.” 


hie spread upon the minutes the pro- 


posal wl detios acterred to. The proposal provides 
_that Mr. Lippincott is to undertake to purchase all 
the stesl of the Edison Phonograph Company, to- 


get? with all of Mr. Edison’s patents and inventions, 


veal ‘te complainant‘is to have an option for five years” 


on this property at a certain price. The Jeter criti- 
cises, paragraph by paragraph, the proposed agreement 
with Mr. Edison, which had evidently been under dis- 
cussion between Mr. Edison and Mr. Lippincott, and 
between Mr. Lippincott and the complainant’s board, 
and suggests practically the contract which was sub- 
sequently riade and signed on the following day, June 
28th. It provides (R., p. 281) for the manufacture of 
the phonograph by the Edison Company; that the 
phonograph shall be an _ instrument of a 
certain character; that Lippincott is to have 
the right to require Edison to put such patent 
marks on it as, in the opinion of counsel, may be nec- 
essary for the protection of the patents, and that Lip- 
pincott is to pay $500,000 for the delivery of the cap- 
ital stock of the Edison Phonograph Compauy ; it also 
states that the Edison company will have an opportu- 
nity to estimate on the manufacture of the grapho- 


phone. The contract is considered as an entirety, as it — 


undoubtedly was, although it was subsequently exe- 
cuted in three parts, viz., the preliminary coutract of 
June 28th and the two contracts of August Ist. Mr. 
Lippincott evidentty returned to New York at once 
with these papers, which had received the approval of 
‘complainant’s board. On the next day the contrast of 
June 28th was executed. 

On June 29th Mr. Lippincott wrote Col. Payne (R., 
p- 239) enclosing “a copy of the paper submitted ty 
Mr. Fdison yesterday,” which he says is the same 
“as ugreed upon at our meeting Wednesday wight,” 
incorporating certain changes drawn up by Mi. Devine 
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(a member of compledeut’s board). his refers to the 
paper sprerd pon the minutes of the mecting of June 
27th, because June 27, ISs8, was Wednesday. Mr. 
Lippincott informed Col. Payne by the letter of June 
“9th that after a conference of several hows with Edi- 
sonand others the preliminary agreement had been 
signed, and he refers to a suggestion made by Tainter 
that {he graphophone should be called the “ Tainter 
phonograph” instead of tie “phonograph-graylo- 
phone,” bul says that complainant’s board had already 
agrecd upon the latter name, and that he did not wish 
to reopen the question. 

On July 15th Mr. —" wrote to Mr. Herr, the 
secretary of the complainant, enclosing acopy of the Ed; 
son agreement and also four photographs of the phono- 
graph that was to be taken as the standard. He sug- 
gested that members of complainant’s board should 
come to New York and see the phonograph and put 
their private mark on it so that they could always 


recognize it as the original machine (R., p. 240). On , 
the same date he wrote to Col. Payne referring to the | 


letter to Mr. Herr and stating that he had made, 
through Mr. Herr, a formal application for the change 
in his contract to allow him to handle the phonograph 
(R., pp. 240, 241). 

The standard phonograph was taken by Mr. W aleutt 


.to Washington July 21st and delivered to the com- 


plainant, as shown by a receipt of that date (R., p. 
241). Mr. Walcutt tells about this trip to Washing- 
ton (R., pp. 55, 56),"and after the original machine was 
produced he describes the marks which appear upon 
it (R., p. 73). The machine bears various initials 
scratched in the enamel of the bed-plate, including 
those of officers and directors of the complainant com- 
pany (R., p. 73). It also appears that the machine 
was at one time in the hands of complainaunt’s attorney 
at Washington, Mr. Pollok, and was shipped by Mr. 
Pollok to Mr. Lippiucott in New York (K., p. 77). 
Although Mr. Lippincott had acted as complainant’s 
representative in the execution of the contract with My. 
Edison, of June 28, 1888, further reflection on the part 
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of the lawyers who were operating the complainant 
company ted to the conclusion that the cory ainant 


wanted ceriain changes in the contract with My. ii 


son, and the complainant insisted with Mr. Lippincott 
that before it formally ratified the arrangement by 
signing an additional agreemont with him these 
changes should be made. Mar. Lippincott, not being 
advised as to his legal rights, or preferring not to,stand 
upon them strictly, negotiated as to the changes. At 
the meeting of complainant's directors of July 24, 
1888, Mr. Lippincott was present (R., p. 282). The 
minutes vote that Col. Payne explained at length the 
objections of complainant’s board to the Edison agree- 
ment. A proposition was discussed, appointing a com- 
mittee to confer with Mr. Lippincott and formulate the 
necessary modifications 


“to make his agreement with Edison acceptable to this 
company for the purpos of inducing it to modify its 
agreement with him.” 
° 

The motion was lost and a recess taken to permit in- 
formal discussion of the changes suggested. The board 
then resumed its session, and a rough draft of the pro- 
posed changes in the agreement was submitted, and 


“it was agreed that if Mr. Lippincott secured the modi- 
fications and changes named, this board would agree to 
modify his agreement with this company to enable him 
to handle the phonograph in connection with the 
graphophone.” 


The minutes of this meeting of complainant’s board 
are interesting and important as showing the entire 
subjugation of Mr. Lippincott to complainant’s board 
and the complete control of his actions by that board. 

On August 1, 1888, Mr. Lippincott wrote Col. Payne 
that Mr. Edison had agreed to all the changes and 
modifications as outlined (R., p. 245). On August 6, 
1888, Mr. Lippincott submitted to complainant's board 
the amended agreement+ bei ween the North American 
Phonograph Company «vt indison, and between that 
company and Edison Pj.onograph Works, and it was 


—————— 
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ordercd (oot a committee be appointed to formulate a 
suppleme cal gurecimeont between the complainant and 


Mr. Lipp: scott 


“to enable the aid Novth Amerie Phonograph Com- 
ey to hend' the phonograph in connection with Myr. 
ippincolt aud the graphophone ” (R., p. 254). 


Such a supplemental agreement was considered nora- 
graph by paragraph at a meeting of complain: | s 
board on the evening of tie same day, and it was ap- 
proved and the officers of the company were directed 
to execute it (R., p. 285). On August 8, 1888, Col. 
Payne wrote to Mr. Lippincott, sending him the exe- 
cuted supplemental agreement dated August 6, 1885, 
and also stating that he seut the form for the option 
agreement, which was evidently not executed until 
some time later, although when executed was given the 
same date as the supplemental agreement (R., p. 243). 
On August Ith Mr. Lippincott acknowledged receipt of 
this letter and said that the form of the option agree- 
ment was not enclosed by Col. Payne (R., p. 244). In 
this letter he makes a very significant statement show- 
ing that he was acting for and under the direction of 
the complainant. He says: 


“Tn regard to the announcement to be made to the 
public, 7f you consult my wishes in the matter, I would 
simply say that I was given permission to handle the 

honograpk in connection with the graphophone ; that 

oth instruments will be placed on the market, and the 
public will be allowed to make their own selection ; that 
all differences between the two companies have been 
amicably arranged, and no litigation would ensue.” 


2 


The situation was stated by Col. Payne in a formal 


address which he delivered as the president of the — 


complainant on June 16, 1891, before the convention of 
the local companies which had been organized with 
territorial rights to introduce the phonograph and 


- graphophone: On that occasion he said (R., p. 370) : 


“Tt may not be out of place for me to remind, 


gentlemen, in this connection that, in 1887 the Ameri- 
can Graphophone Company was organized and com- 
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meneed exploiting the graphophone in the United States 
and Canada, and this, under a license from the Volts 
Graphophone Company, holding patents for the United 
States and Canada. In 1888 Me. Jesse H. Lippincott 
made a proposition to us to undertake the introduction 
of the graphophono in the United States. After con- 
siderable negotiation we entered into a contract with 
him, the substantial details of which are known, I pre- 
sume, to every member of this Convention. 

*The organization of the American company and 
transposition of the name from ‘Phonograph’ to 
‘ Graphophone,’ incited Mr. Edison to renew his efforts 
towards securing a practical phonograph. Finding this 


to be the ease, the feeling became general among the | 


stockholders that it would be better to harmonize the 
two interests than to have what might prove an injur- 
ious competition. Therefore, through Mr. Lippincott, 
who had then made his first contract with us, an ar- 
rangement was made with Mr. Edison which brought 
about this result.” 


At another point in the course of the same remarks, 
Col. Payne said (R., p. 374): ie 

“It was at my suggestion that Mr. Lippincott under- 
took to buy the Edison rights in 1888, as one mode of 
ombining the two interests and getting them all under 
one management.” 


Nothing could be more significant than the state- 
ment made by Col. Payne that it was the stockholders 
of the complainant who felt that the two interests 
should be harmonized, and that the complainant, 
through Mr. Lippincott, made the arrangement with 

* Mr. Edison. The report of complainant’s stockholders 
which appears in the minutes for October 8, 1888 (R., 
pp. 286, 287), although more guardediy worded, evi- 
dently expresses the same idea. 

The modifications suggested by the complainant at 
the meeting of complaimant’s board of July 24, 1888, in 
the manufacturing contracts made with Edison and the 
Edison Phonograph Works, and the formal ratification 
of those contracts by the two agreements between the 
complainant and Lippincott, dated August 6, 1885, 

’ effectually close against the complainant auy avenue of 
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escape from the binding effect of the manufacturing 
contracts. | 
Comparing the proposed agreements of June 28, 
1888 (It., pp. 11 & 135), with the agreements actually | 
executed August 1, 1SSS (I. pp. 16 & 18), it will be | : ‘ 
seen that therights which are stated in the former to | 
be possessed by the American Phonograph Company i 
are in the latter divided between the North American | r 
Phonograph Company and Lippincott. By the latter | 
agremeuts the company and Lippincott were to market | 
the machines, and not the company alone. This H 
scheme for doing the business was that which was set \" 
up by the complainant, and is embodied in the supple- | 
mental agreement between the complainant and Lip- | 
pincott dated Augus: 6, 1585 (Ii., p. 35), in which it is | 
provided (see 8th paragraph R., p. 36) that ! 
“Tn the conduct of the business and in all cireulars, 
cards and advertisements, there shall appear, in con- ; } 
nection with the name of the North American Phono- : k 
graph Company, or any sub-company, agents or sub- hai 
agents, and as prominently, the following: ‘And Jesse 
H. Lippincott, sole lheensee of American Graphophone 
Company.’” | 
| 
\ 


ra 


At the mecting of complainant’s board of July 24, 
1888, the complainant gave Lippincott various direc- 
_tions as to the conduct of the business, including 
the submission to complainant’s board of contracts 
with local companies for approval, the names which lo- 
y» eal should bear, &e. (R., p. 283). 
( The purpose of maintaining the fiction of doing busi- 
| faess through Lippincott is stated by Mr. Lombard to | 3 
| | 
| 


| have been the desire of the complainant to hold the 

| sureties on Mr. Lippincott’s bond under his agreement 
| of March 26, 1888, by maintaining a form of doing bus- 
ine’s with him personally (R., p. 145, Q. 51). 

In the letter of August 9, 1S88, from Lippincott to 
Payne (Ri. p. 244), which has already been referred to, 
Lippincott assumes that he is the mere puppet of the 
complainant, and suggests that, if his wishes are con- 
sulted, the aunouncement which he will make to the 
public wil! be of a certain character. In_ his letter to 
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1 sane Pebrnar, 15, 1889 (R. p. 217), he encta-cs 
aca es Jetlor-hes'!, which he says he bas het 
Poosstas a sample to submit to the complainsiut. Te 


continnes : 

“Vi this meets with the approval of your board, we 
will have the copy followed by allof the sub-corp ani: 
on their letter-heads, cards, circulars, ete. Kindly let 
me hear from you as soon as possible in regard to it.” 


And at the meeting of complainant’s board of Teb- 
ruary 22, 1889 (R. p. 289), the sample letter-head sub- 
mitted by Mr. Lippincott to be used by the local’com- 
panies throughout the United States was approved. 

In the third paragraph of the first agreement of 
August 1, 1888 (R. p. 17), which provides for the stand- 
ard machines, and states in what respect the machines 
to be manufactured may differ froin them, it is cove- 
nanted that the machines may be improved by “ patented 
inventions.” The corresponding paragriph of the first 
proposed contract of June 28, 1888 (R. p. 12), specifies 
“ new inventions.” By this change the compleainent 
made the grant of a patent the evidence of the inven- 
tion, and not its novelty, which woald not be so readily 
susceptible of proof. So, in the last soutence of the 
fourth paragr ph of the first of the cxecuicd agree- 
ments, the expression “new patented invention” is 
used in place of “ new invention,” which is found in 
the corresponding paragraph of the first of the pro- 


“posed agreements. A significant change appears of 
co) t=) t=) 


the end of this paragraph. In the first of the proj... << 
agreements the* paragraph ends with the following 
greements the paragraph ends with the following 
sentence : 
“ No new invention of the .said Edison assigned or 
assignable to the said company hereunder shall be used 
on or sold with the phonograph-graphophone.” 


The corresponding sentence of the executed contract 
reads : 
“ No new patented invention of the ssid Fdison 


assigned or assignable to the company ji }enider shall 
be used on or sold with the phonegrapli-gi sj i0;hone, 
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now or hereafter, by the Volta Graphophono Company 


i 
| and no new patented invention owned or controlled, 
| 4 shall be used upon or sold with the said phonograph.” 
4 


hae 


This change made the agreement hamienious with 
' the preceding section, and being a change sucvested 
ie by the compliant, establishes conelusively ac- 
fendant’s contention that there was to be a division of i 
| the manufacturing rights under both the phonograph 
; : and the graphophone patents, and that a phonograph 
of a definite character was to be liceused under both | 
sets of patents, and a graphophone of a definite | 
character was to be licensed under both sets of 
! , patents. 
| _ Another significant change made at the suggestion | 
of the complainant appears in the eighth paragraph of 
| the first agreement of August 1 (R., p. 18). The 
,, corresponding paragraph of the first of the two pro- 
"“posed agreements (R., p. 15) states ‘tuat the phono- i 
graphs shall be marked with such numbers and dates Rok 
of patents “as in the opinion of counsel may be on 
necessary for protection of the patents of the company 
‘under the law.” In the executed agreement of 
August Ist, this is made more specific by « reference to 
the patents referred to as “all the patents owned or 


controlled by the Edison Phonograph Company and ry 
{ 
i 
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ing that the manufacture of the phonographs by the 
Edison Phonograph Works was licensed under both 
sets of patents. 


The complainant formally ratified the 
arrangenrent. 


- The agreements made between the complainant and 
Lippincott, as a formal ratification of the agreements 
with Edison and the Edison Phonograph Works, 
appear in the plea at pages 26 and 35. Both of them 

: are dated August 6, 1888. The first is an option 
agreciucut providing that the complainant can at any 

: time within five years take over Lippincott’s rights in 


| 
the Volta Graphophone Company,” this again indicat- 


peer 
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the contracts with Edison on certain terms. This 
agreement contains the following clause : 

“And the said Lippincott further agrees that after 
he shall have acquired the ownership oi, or the right to 
use, the patent of the said Edison kno cn as the funda- 
mental patents, he will grant to the said American 
Company, free of cost, the right or Jic ime to use the 
same until the said patents shall be transferred to the 
said American Company as hereinbefore provided.” 


It appears by Payne's letler of August 8, 1888, to 
Lippincott (R., p. 243) that this clause was inserted in 
the option agreement by Payne, apparently by way of 
extra caution, and not as a thing originally considered 
necessary to be definitely stated. Such a license was 
undoubtedly involved in the manufacturing contracts, 
but not in the direct terms of the license to the Edison 
Phonograph Works. Being onlyinferentially involved, 
Payne « -idently thought it well to have it directly 
stated in the option agreement. This clause, however, 
puts beyond all question the fact of a reciprocal ex- 
change of manufacturing licenses. 

To the option agreement was attached the agreement 
between Edison and Lippincott of June 28, 15888, to- 
gether with the proposed agreements which are at- 
tached to the latter agreement. The complainant cer- 
tainly, by the execution of this option agreement, 
ratified Lippincott’s action in making the agreement 
with Edison, because the option agreement provides 
the complainant shall have the benefit of the other 
agreement, and that necessarily involves its endorse- 
ment and ratification. 

By the supplemental agreement of August 6, 1888 


«(R., p. 35), it is stated that : 


“ WuHeneas, the said Lippincott desires to secure a 
modificatio: of his agreement with said American 
Company, sv as to enable him to handle the phono- 
graph as well as the graphophone ; and, 

“ Werras, said Americun Company has agreed to 
said modification upon certain terms and conditions.” 
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The second paragraph of this agreement jo vides : 


“That the said Lippincott shall submit to benjamin 
TI. Thurston, of Providence, R. L., or such other ecunsel 
as the said American C:ipany may approve, the qnes- 
tion as to What marks, mumbers and dates are to be 
ploesd upon the phonographs manufactured for and 

‘dor leased by the North American Phonograph 
Company, or its subcompanies or agents, in order to 
comply with the law and recognize and protect the 
vatents now or hereafter owned or controlled by the 
Volta Graphojphone Company, and the said Volta Com- 
pany shall have the right to subinit in writing its 
claims in this regard to the said counsel, and such 
marks, numbers smd dates as the said Thurston or 
counsel shall decide are necessary, shall, thereupon, 
be placed upon said phonographs.” 


In the agreement of Angust 1, 1888, between Edison 
and the North American Phonograph Company and 
Lippincott, it was provided that the counsel, who was 
to decide upon marks, was to be selected by Lippin- 
cott, and in this agreement between Lippincott an? the 
complainant, Lippincott agrees to select Mr. Thurston, 
or such other counsel as the complainant may approve. 
By the paragraph which has just been quoted, the 
complainant recognizes the business scheme of doing 
the business through the North American Phonograph 
Company, which was provided for in the agreements 
with Edison. : 

The fourth clause of the supplemental agreement 
provides that the business arrangements shall not be 
disadvantageous to the graphophone. 

The fifth clause provides that the rights and patents 
acquired from Edison or his companies shall be pre- 
served by special covenants in any agreement between 
Lippincott and the North American Phonograph Com- 
pany so that they can be turned over to the complain- 
ant under its option. 

Vhe sixth paragraph provides that Lippincott shall 


pay the complainant ten dollars on each phonograph. 


so)? or leased by Lippincott or by the North A» erican 
Phonograph Company, or by any sub-company or 
agent, and that, if the complainant shall exercise i.s op- 
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tion auc purchase the Edison rights, then 1). df 
Shall pay twents dollars a machine. 

The seventh poragraph provides that the complain 
ant shall have the ssiac allowance for experimental ex- 
penses as is allowed inthe agreements with Edison. 

The cighth paragraph provides for the special form 
of ar ands, ete., in doing the business, and for 
the form of the inscription plate on the graphophone. 

There can be no doubt that this supplemental agree- 
ment was designed to round out the entire arrangement 
by exacting from Lippincott certain additional conces- 
sious as a basis for the formal ratification of the ar- 
rangements which Lippincott, as the complainant’s 
agent, had made with Edison. : 


The complainant recognized the exist- 
ence of the license arrangement and 
operated under it, and received large 
profits fron tt. 


The subsequent recognition of the defendant’s manu- 
facturing license by the complainant is also ample. 

On October 23,-1888, Lippincott wrote Payne that 
he was informed by Edison that he would be turning 
out instruments by November 15th (R., p. 245). On 
December 10, 1888, Payne_wrote Lippincott that com- 
plainant’s board had decided to submit the phonograph 
to Mr. Pollok (complainant’s Washington patent attor- 
ney) for his opinion as to what inscription may be nec- 
essary for the protection of complainant’s patents, and 
requesting that Lippincott send an instrument for 
that purpose. Payne adds: 

' “Tf the phonographs are ready for the market, or 


when they are, we desire an opportunity to examine 
‘them in comparison with the model” (I., pp. 245-6). 


Ou December 14, 1888, Payne wrote Lippincott that 
it would depend upon him, Lippincott, whether it 
would be necessary to get Mr’ Thurston's opilion on 
the matter of the inscription; that they had simply 
asked Mr. Pollok to advise them what he thonght nec. 
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essary for the protection of the complainant’s patents, 
and that it would not be necessary to ask Mr. Thurs- 
ton’s opinion if the complainant’s claim as to the in- 
scription be conceded (I. p. 246). On December 22, 
1888, Payne wrote Lippincott stating that the plono- 
graph had been reshipped to Lippincott, and adding : 


“As I wrote you, we anticipate that the phonographs 
that may be delivered to vou may be different in their 
construction or methods from the model or standard 
one, and the character of the inseription on any instru- 
ment will have to be decided by that particulay instru- 
ment” (R., p. 247). 


At a meeting of complainant’s board held June 3, 


1889, a resolution was passed authorizing and requesting 


Mr. Dodge to inspect a certain phonograph then on 
exhibition in Washington, and to report to the com- 
plainant whether certain features of that machine in- 
fringed the patents of the complainant, 

“and, generally, whether there are, features of said ma- 
chine which are in conflict with the provisions of -the 
contract of August Ist, 1888, between Thomas A. Edi- 


‘son and Jesse H. Lippincott.” 


It was also resolved : 
“ That Mr. Wilson and Mr. Bell be appointed a eum- 


* mittee of two to prepare forms and reports to be ren- 


dered daily to this office, showing the daily output of 
graphophones and cylinders; also daily output of 
phonographs and cylinders from the Edison factory” 
(R., p. 290). 


At a meeting of complainuant’s board held October 24, 
1889 (R., p. 292), Mr. Bell gave notice that he would 
call up at the next meeting 


“the matter of plates with patents inscribed thereon to 
-be placed on the phonograph machines.” 


The president (Payne) submitted a letter from Mr. 
Tainter 


“ relative to features of the graphophone being vsed on 
the phonograph in violation of agreement,” 
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which letter was referred to the Exceutive Committee. 
Mr. Tainter’s letter follows the minutes of this meeting 
in the record, and is important as showiuga recognition 
of the character of the manufacturing Ucense (1. p. 
293). Mr. Tainter’s letter is addressed to complains: » 
Board of Directors, and is a complaint that the mann- 
facturing contract has been violated. He says : 

“Twish to call your attention to the fact that the 
agreement signed during the summer of 1S888—which 
provides that no more of the features of the grapho- 
phone than had beenstolen up to that time should be 
taken and applied to the phonograph—has been openly 
violated in a number of ways,” ete. 


Mr. Tainter then refers to several ivntu os of the 
phonograph which he considers violation: of the ag: oe- 


“ment, and he adds: 


“Tn addition to the theft of the above, the agree- 
ment referred to has been violated in another way, viz., 
in not putting the numbers of the graphophone patents 
infringed by the phonograyl: on the plates attached to 
the machines.” 


This matter of the inscription plate on the phono- 
graph is a significant detail. It was undoubtedly con- 
templated by the contracts of June 28th and August 
1st, 1888, that the phonograph should bear an inscrip- 
tion showing that it was made under certain of the 


graphophone patents. Just what numbers and dates’ 


of patents should be placed on that inscription was 
apparently never decided ‘pon, and, as appears by an 
inspection of the commc.ial phonograph which is an 
exhibit in this case, the defendant put an i)-cription 
plate on the phonograph which did not include the 
dates of any of the graphophone patents. ‘Llis neglect 
to comply with the contract in a detail of minor busi- 
ness importance was evidently galling to Mi. Tainter, 
who wished to see Mr. Edison pn! !icly recognize his 
patents. This breach of the contract, however (if it 
ean be called a breach), was never acted on by the 
complainant, and we find in the mous: tes of eomplain- 
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ants ty id of February 3, 1890, a metic: made and 
seconde: 


“that the request of Mr. Lippincott to be relieved of 
the necessity of placing new plates on the phonogray: 


x * a 


© * * be deferred to the next mecting” (R., p. 296). 


The minutes of the next meeting do not appear in 
the record, and just what was done o. this subject is 
not disclosed. 


| 


. * ese & 
The local companies and their recognition by the com- 


plaincat. 


The facts which tne record shows, with regard to the 
course of the business, which was conducted with the 
full knowledge and consent and in part for the benefit 
of the complainant, including the various reptesenta- 
tions made in the course of promoting the business by 
coutracts, circulars, advertisements, etce., establish a 
condition of affairs which estops the complainant from 
denying the manufacturing license. Mr. Lombard 
says, referring to the situation in August, 1888 (R., 141, 


Q. 34): 

“The North American Phonograph Company had 
been organized. Mr. Lippincott had concluded his ar- 
rangement with both Myr. Edison and the American 
Graphophone Company, and such necessary agreements 
had been entered into or were in the course of conclu- 
sion. The business thereafter was about like this: 
The Edison Phonograph Works were the manufactur- 
ers of the Edison phonograph and supplies; the Amer- 
ican Grapnophone Company were to manufacture the 
graphophone and supplies, and the North American 
Phonograph Company was to market both machines 
impartially, giving the public the option as to which 
machine they would take.” 


With regard to the organization of local companies 
with territorial rights for handling the phonograph and 
graphophone, Mr. Lombard testifies (I., 144) : 

“ Q. 46. Now, please ‘state the cireumstances con- 
nected with the organization of the various local com- 
panies connected with this enterprise ? 
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For this purpose he caused to be 
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panies, giving them territorial ric his oe x eostract t) . 
was almost identical in all instai, os. These compani 


paid to the North American Phovograph Cosrpany 
Jarge sun of money, nearly a million dollars, J believ: 
in cash, and about five willion dollais ii stocks of the > 
companies, for these rights. The rights conveyed to 
them the exUnsive right to use e»' sublet either the 
phonograph or greaphophone in tie’ + respective terri- 
tories. They were required te j.itr) ce the machines 
with perfect impartiality, and als» to use on all of their ; 
stationary and cards a regular annour ..ent that they 
were operating under the authority of the North 
American Phonograph Company and of Jesse H. Lip- 
- pincott, the sole licensee of the American Graphophone 
: Company. 

“ @. 47. Are you familiar with the letter headings, 
ete., used by the North American Company and Mr. 
Lippincott in their correspondence ? 

* As Yes, air. 

> “Q. 48. How was this letter heading originated— 
3 under what circumstances, if you know ? 
“ A. It was a part of the supplemental contisct of ‘4 
Mr. Lippincott with the American Graphophone Com- 
: any. 

« Q. 49. What I wish you to state is, by whom it was 
gotten up, if you. know, and the circumstinces con- 
nected with its adoption. 

“ A. The letter heads for the North American Pho- 
nograph Company were gotten up by Mr. Lippincott 
and sent to the American Graphophone Company for 
‘ their approval. The letter heads of the local companies 
| -were gotten up from a regular form that was originated 

in the office of the North American Phonograph Com- 
pany, which they were required to copy. 

“Q. 50. Now please state how the business was 
carried ou by the North American Company and Ji>- 
pincott through these local organizations—that is t 
say, the manner in which they were supplied with >: 
chines of the two types referred to? 

“ A. The local companies put in their orders for ma- 
chines of either type, and the North American Phono- 
graph Company, in turn, ordered from the Edison 

Phonograph Works such phonographs and supplies as , 
' were required, giving them shipping directions. The 
graphephones were also ordered frem the same office, 
but were ordered in the name of Jesse H. Lippincott, 
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sole licensce, and his meee was printed below, and 
usually I signed the order, or possibly some one else 
in the office. ‘That order was forwards ct to (he Amevicu: 
Graphophone Company, and we gaye them shipping 
directions to the various local companies, and the ma- 
chines we: shipped direct from them te the various 
local companies. 

* Q. 51. Do you know why it was that the grapho- 
phones were ordered from the American Graphophone 
Company over the name of Mr. Lippincott instead of 
over that of the North American Phonograph Com- 

any ? 

* A... Why, yers the principal reason was, Mr. Lip- 
pincott was made the sole licensee in the original 
agreements, and he gave a bond with two sureties. 
The sureties were Mr. John Robinson and Mr. Whit- 
ney—I can’t remember his first name—and it was nec- 
essary to keep up the fiction of doing the business en- 
tirely personally with Mr. Lippincott, in order to hold 
those sureties.” 


Mr. Waleutt testifies as to the organization of the 


local companies and the handling of the business 
through them, as follows (R., 58, Q. 22): 


“ The North American Phonograph Company pro- 
ceeded to organize throughout the United States for 
exploiting the phonograph and the graphophone sub- 
companics, which were to have the exclusive control, for 
this purpose, of the different States in which they were 
to be located, and which said companies, in considera- 
tion of having this exclusive coutrol for both the phono- 
graph and the graphophon» based on the exclusive 
control which the North Aierican Phonograph Com- 
pany enjoyed to the rights of both machines, by virtue 
of its agreements with Mr. Lippincott and by virtue of 
Mr. Lippincott’s contracts with the American Grapho- 
phone Coimpany and with Thomas A. Edison, paid to 
the North American Phonograph Company cash aggre- 
gating between $900,000 and $1,000,000, and capital 
stock of said different sub-companies, aggregating 
about $5,000,000 par value, and constituting over one- 
fifth of the entire capital stock of all of the sub-com- 
panies that were organized. 

“Tn further continuance of these agreements, the 
North American Phonograph Company procceded to 
purchase phonographs, cylinders and supplies from the 
Edison Phonograph Works, and graphuphones, 
cylinders and supplics from the American Graphophone 
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Company, through Mr. Lippincott, and to ship same 
to the different sub-companies in such quantities as 
were ordered. The North American Phonograph Com- 
pany also proceeded to engage experts in the use of 
both the phonograph and the graphophone, which. at 
the expense of the North Anierican Phonograph Cou- 
pany, were sent over the country to instruet the organ- 
izers of the different sub-companies and the public 
with whom they dealt in the use of the two machines, 
so that the business of exploiting the machines, or 
either of them, sbould not suffer through any inability 
of the users to understand the correct method of using 
the machines. I believe that Mr. E. D. Easton, who, 
at that time, was connected with both the American 
Graphophone Company and the Columbia Phonograph 
Company, traveled for the North American Phonograph 
Company in this capacity, or, perhaps, more correc'ly 
speaking, to instruct the managers and organizers of 
the different sub-companies in the best methods o! 
exploiting the machines and placing them upon the 
market. My. Easton, I believe, in his connection with 
the American Graphophone Company, held the position 
of ‘director of agencies.’ ’ 


Daring the course of the business the North Ameri- 
can Phonograph Company, through Mr. Lippincott, 
took from the complainant and distributed through the 
local companies some three thousand graphophoues, 


aud paid to the complainant upwards of $240,000 in 
cash, a fact which Mr. Walcutt verifies by an examina- 


- tion of the books of the North American Phonograph 


Company (R., 66, Q. 49). The graphophones were 
a failure, and were thrown back on the hands 
of the North American Phenograph Company. These 
machines were placed on sivrage with the complain- 
ant company, which afterwards exacted from the 
North American Phonograph Company nearly $6,0\'0 
for storage of this worthless apparatus (R., pp. 67, 6, 
Qs. 52, 53). After Mr. Lippincott’s failure the com- 
plainant pretended to have a claim of some $301,000 
against him for non-performance of his agreement to 
take five thousand machines per year, and brought suit 
against Messrs. Whitney an? Robinson, the sureties of 
Mr. Lippincott’s bond, for $200,000, the full amonn! of 
the bond. The suit was inet by the defense tliat the 
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machines were worthless, and the complaine:! settled 
the suit for $15,000 in cash (R., p. 131, 0. 15; and Lt, 
pp. 805 to 316). / 

' will not be denied that the compl... . i inadea 
cousiterable profit out of the business, «hich it paid 
out in dividends to its stockholders. My. Edison, how- 
ever, relying upon his manufacturing license, dida vast 
amount of experimental work upon the phonograph, 
and finally produced a fairly satisfactory machine. He 
spent, in his efforts to rescue the business from failure, 
not only all the money he had received, but some 
$45,000 of his own means (R., 163, Qs. 41 and 42). 

Th: situation at the present time is that, notwith- 
stand: 9 this enormous expenditure by Mr. Edison, the 
comploinunt is now altempting to deprive him of his 
manufacturing rights, and at the same time is, in violu- 
tion of the coutracts, and without his consent, using the 
very inventions which he developed in his efforts to 
repair the loss that the compluinant was largely re- 
sponsible yor. 

Mr. Tewksbury, the organizer of the local eompany 
for Kansas, paid $100,000 for territorial rights, relying 
upon the business arrangements which had been 
created with the knowledge and consent of the com- 
plainant (R., 80, Q. 9). The contracts made with the 
local companies were made for five years and extended 
to fifteen years, or till March 26, 1903, that being the 
date of the terminatian of Lippincott’s contract with 
the complainant. ‘Referring to the agreement with the, 
Metropolitan Phonograph Company as an example, 
this agreement alleges that the North American Phono- 
graph Compuny, in its own right “and acting under 
authority of and agreement with Jessee H. Lippincott, 
sole licensee of the American Graphophon. Company,” 
owns or controls the Edison Patents and “ has the ex- 
elusive right to use, or let, or sell to others to use in 
the United States the inventions covered by the Letters 
Patent of the United States granted to” complainant’s 
inventors, and the patents are stated by numbers and 
dates, and include the patents in suit (R., pp. 299, 210). 

These contracts provide for the handling of the 
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phonograph and graphophone on terms of equality, aud 
contemplate the manufacture of the graphophone by 
the complainant and the manulactare of the phono- 
graph by the defendant. The possible exercise by the 
complainant of its option to fake over the Edison 
rights end to become the selling compzny in place of 
the North American Phonograph Company is provided 
for by these agreenients (see Section 17, R., 219). The 
agreements provite for ihe vight in the loeal company 
to manufacture if there is a failure to supply it with the 
phonographs and graphophones which it requires (N., 
p- 215), aud there is a special provision in the contrac! 
made for the benefit of two of the local companies that 
if the North American Phonograph Company and Lip- 
pincott should fail to promptly supply the local com- 


‘panies with phonographs and graphophones the said 


local companies “ may procure such phonographs and 
l y1 gra] 

supplies as to which there may have been failure to 
supply as aforesaid from the Edison Phonograph 
Works ” (R., p. 207). 

Among the other local company contracts which ap- 

8 pany I 

pear in the record is one made with Edward D. Easton, 


‘granting rights under both sets of patents for the States 


of Maryland and Delaware and the District of Colum- 
bia (R., p. 224). This contract is dated January 15th, 
1889. Mr. Easton is a director, yice-president and 
genera! manager and secretary of the complainant. He 
has been connected with the complainant as a_stock- 
holder from the beginning, and as a director since Oc- 
tober 14,1889 (R., p. 117). The contract with Mh. 
Easton was assigned to the Columbia Phonograph Com- 
pany, which was organized in January, 1889. Among 
the incorporators of that company were Mr. Andrew 
Devine, who was at the time a director of the com- 
plainan!, avd Willisan Walter Phelps, who was at that 
time a larje stockholder of the complainant, and the 
officers aud directors of the complainant knew of the 
organization: of the Columbia Company (R., p. 121). 
Col. Payne suys that he did not personally know of the 
character of the local company agreements until 1890, 
when the complainant received a copy of one of such 
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areoments (It., p. 125, Q. 35); but this 0. nts aera, 
fof he did not know of the terms of these agrecinent« 
mu (het: details. He, however, must have known 


before ‘hat time of the general nature of the 
rights which these local companies were grante:t, and, 
of course, Mr. Devine, a fellow director, knew of the 
precise terms of the contract under which the Columbia 
Company was organized in January, 1889. Bat even 
if it was not until 1890 that the complainant had full 
kno }dge of the precise terms of the local company 
contracts, it continued, after receiving that knowledse, 
to carry on its part of the businsss as it had formerly 
done, and continued to receive the benefits of the busi- 
ness which the local companies did under their con- 
tracts. At the meciing of complainant's board of July 
24, 1888, the fact that Mr. Lippincott was to do busi- 
ness through local companies was recognized, and Myr. 
Lippincott was directed to submit the contracts with 
the local companies to complainant’s board for 
approval in advance of execution (It., p. 283). 
These local phonograph companies met in con- 
vention yearly, and published their proceedings. 

At page 356 ef sey. of the record are given extracts 
from the proceedings of the convention for the year 1890. 


Some thirty-two local companies were represented, as: 


is shown by the roll call, including the Columbia Pho- 
nograph Company, which was represented by its presi- 
dent, Mr. Easton, and by its secretary and treasurer, 
Mr. Easton, being at that time a director of the com- 
plainant company. Mr. Lippincott, representing the 
North American Phonograph Company, was also pres- 
ent and addressed the convention, and Col. Payne, the 
president of the complainant, was present and took part 
in the discussions relative to certain business questions 
affecting the local companies. Mr. Insull, representing 


the defendan!, was also present. At the convention of 


the phonograph companies, held in 1891 (R., p. 368), 
Col. Payne was present, and addressed the convention 
at leneth as the president of the complain.nt (I., p. 870 
et sey.). Myr. Easton knew of the eirenlars issued by the 
Jncal ompanics in promoting the enterprise aud selling 
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theirstock; also, the 1889 civeular of th: Amen! 
Phonograph Company, the advertisement. aint civeu- 
lars of Spencer Trask & Co. and other bankers, and 
Mr. Thurston's opinion, and attended all the plono- 
graph conventions (R., pp. 122, 128). Col. Payne has 
a general recollection of secis: the 1889 cireular of the 
North American Phonograph Company, and saw the 
eireulars issued by Spencer Trask & Co. and Mr. Thurs- 
ton’s opinion, which was attached to those circulus 
(R., p. 127). These cireulars, &e., induced the invest- 
meut of large amounts of capital in the business on 
the representation thai the state of affairs which de- 
fendant now contends for existed, and the complainant 
received its share of this capital. 

The complainant shipped the graphophones directly 
_to the local companies (R., p. 128, Q. 45). In the 
spring of 1890 Mr. Easton, representing the complain- 
ant, visited all the local companies and instructed them 
in the use of the graphophone (R., p. 107, Qs. 12 to 14). 
After Mr. Easton’s trip, and on his recommendation, 
experts who were familiar with the graphoplone were 
selected avd placed in the offices of the local companies 
by the complainant, to instruct the local compan:es in 
the proper mechani: ’ are of the graphophone (R., p. 
118, Q. 17). Officers of the local companies also visited 
the factory of the complainant on matters connected 
with the general business (Ii., p. 128, Q. 46). Mr. 
Tewksbury, who operated one of the local companies, 
states that representatives of the complainant came to 
see them on two occasions (R., p. 81, Q. 12). He 
visited the complainant’s factory on several occasions, 
and met representatives of the complainant at the pho- 
nograph conventions, becoming intimately acquainted 
with them. He says that the rights of the local com- 
pailies were never questioned by the complainant’s 
officers, and adds (R., p. 83) : 


“On the contrary, the graphophone, as I have testi- 
fied, seemed more actively cared for than the y-hono- 
graph, and its representatives more anxious for the 
success of the local companies.” 
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Se elose were the relations of the complainant wit’: 
the Jus d eompanies, that the foim of the letter-heads, 


ete., of the jocal companic.. was dictated by the com- 
pleinaut (ete, pp. 10), and the complaints of the 
hecalcompouies wore forwarded to and acted upon by 


the comploiant’s daetocy (R., pp. 258 to 255). 

Lue only ieply which the complainant makes in the 
record to all the matters referred to showing the exist- 
ence of the manufacturing license aud the conduct of 
the business based upon it, is a guarded auswer given 
by Col. Payne in answer to a question by complainant’s 
counsel, in which he states that the North American 
Phonograph Company or the Edison Phonograph 
Works never at any time assumed the position of a 
licensee or to have any rights under the patents in- 
volved in this suit (R., p. 130, x-Q. 52). Col. Payne’s 
positiou on the present record is not an enviable one, 
in view of Mr. Walcutt’s testimony showing that for a 
time, while he was tle president of the complainant, 
the North American Phonograph Company paid him 
$1,000 a month (R. p. 64, Q. £0), as to which Col. 
Payne attempts an explanation (R., p. 108, Q. 11; R., 
p. 125, Q. 36), and also in view of Col. Payne’s explana- 
tion of the misleading “policy” which he and two 
other lawyers representing the complainant pursued in 
their dealings with Lippincott (R., p. 129, x-Q. 50). In 
view of these matters and of the fullness of the record 
on the point, Col. Payne’s statement that the defend- 
ant never assumed the position of a licensee and never 
assumed to have any rights under the patents involved 
in this suit is of no moment. It certainly cannot avail 
_ the complainant to establish its position against the 
overwhelming proof of the existence of the license, and 
the conduct of the business under it and on the faith of 
its binding and permanent character. 
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The Liccnse is Still in Existence. 


The license contracts state on their face that the 
right of the defendant to manufacture is granted in per- 
petuity (R., 14 and 19), and hence the burden of proof 
is upon the complainant to prove the contrary. This 
the complainant has not done. 

Mr. Edison testifies that the rights were granted in 
perpetuity (It., 159, 212). 

Mr. Lombard makes the following statement of the 
intention of the parties (R.,138, Q. 19): 

“ The idea was in the start to amalgamate the two 
interests in perpetuity so as to avoid any possible legal 
conflict in the future. The gentlemen on all sides 
seemed to be entirely in accord with that idea, and in 
fact anxious to have the busiiess start out without any 
possibility of patent litigation ; and I know that there 
were expressions of satisfaction made to me pe:sonally 
by the various gentlemen connected with the enterprise 
on both sides as to the successful result, and of course, 
it was understood it was for alltime. The business 
was startec with a serious intention of making it a 
permauent business, with no possibility of litigation of 
any kind.” 


It appears by the minutes of the complainant’s Board 
of Directors that at the meeting of May 11, 1891, the 
president reported that Mr. Lippincott had, on May 2, 
1891, executed a general assignment of all his property 
for the benefit of his creditors (R., 299). The date of 
Mr. Lippincott’s assignment is fixed at other points in 
the record as May 1, 1891 (R., p. 62). At the mecting 
of complainant’s board of May 14, 1891, a resolution 
was adopted instructing the president to notify My. 
Lippincott that the complainant was prepared to deliver 
tohim 417 graphophones, being oue month’s quota for 
the yearly contract number (R., 301). 

In June, 1891, more than a month after Mr. Lippin- 
cott’s assignment, Col. Payne, the president of the 
complainant, asserted, in his address to the convention 
of local phonograph companies, that the complainant 
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considered the contract with Lippincott still in exist- 
ence. He stated (I, pp. 372-3) : 

“ The present attitude of the American Graphophone 
Company is that our contracts with Mr. Lippincott are 
in force. We are acting under them. We are offering 


-him month by month the five thousand graphophones 


a year provided for in the contract, and calling upon 
him to take and pay forthem. We are ready to de- 
liver them whenever they are demanded. What he 
does with them after he receives them we.do not know, 
and do not care, so long as he fulfills his contract with 


“us and does nothing to injure the enterprise.” 


At the meeting of February 10, 1891, the complain- 
ant’s board appointed an executive committee of three, 
with the president as chairman, with power to act in 
any emergency affecting the business of the company. 
At the mecting of March 21, 1891, the president -re- 
ported that he had recorded the agreements in the 
State of New Jersey and in the United States Patent 
Office, and had notified “Mr. Thomas A. Edison of 
this company’s option to purchase from Mr. Lippincott 
within five years the right, as agreed by“him, of the 


Edison Phonograph Company and the Edison Speaking | 


Phonograph Company ” (R., 298). 


The notification to Edison which is referred to ap- | 


pears at page 248 of the Record. It is dated March 
12, 1891, and its pertinent portion is as follows : 


We deem it proper to remind you in this formal way 
of a fact already known to you, viz., that we hold an 
agreement made by Mr. Lippincott, about the date of 
your agreement with him, to sell and transfer to us .at 
any time within five years all of the mghts acquired by 
him from you, the Edison Phonograph Company and 
the Edison Speaking Phonograph Company.” 


In his address to the convention of Jocal phonograph 
companies in June, 1891, Col. Payne stated (R., p. 374) 
that, notwithstanding Mr. Lippincott’s failure, 

“the American Graphophone Company ean, under 
that agreement [the option agreement of August 6, 


1888] at any time before August, 1893, purchase the 
Edison rights for what they cost Mr. Lippincott. 
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That agreement is still in existence, 
The option: agreement hes been reeorded in the Pat- 
ent Office of the United Sides. It is known to Mr. 
Edison and was known to the North American Phono- 
graph Company at the time it was made.” 


At a still later date, sd after Col. Payne had made 
his statement to the convention of phonograph com- s 
panies, the complainant notified the North American 
Phonograph Company that the selling of phonographs 
in Canada by that company might injuriously affect the 
patents upon which it had an option, and that it was 
taking care to see that the graphophone patents were 
not affected in the same way. The letter was addressed 
to Mr. Lombard, the vice-president of the North 
American Phonograph Company, under date of Sep- . 
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“ We learn that your company is importing phono- 
graphs into Canada for sale and lease. In view of its 
probable effect upon the patents, we beg leave to call 
your attention to the fifth clause of the ‘agreement be- 
tween this company and Mr. Lippincott, of August 6th, 
1888, styled Supplemental Agreement. You are also 
notified that we shall take the necessar y, steps to pro- 
tect the graphophone patents in Canada.” 
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Thus, the continuing existence of the option agree- 
ment and of the rights of the complainant was again rr 
recognized long after Mr. Lippincott’s assignment. 
This letter from the complainant is also significant as 
showing the reciprocal character of the rights existing 
under the contract, recognizing as it does that the com- 
plainant was burdened with the duty of maintaining the 
graphophone patents for the beneiit of all parties to the 
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contracts. mn j 
The complainant never exercised its option, but it | 
asserted its right to do so as against Mr. Edison and x | 
the other parties to the contracts independently of Mr. ' 
Lippincott’s personal status. Nebody denied that ' 
right, but on the contrary the right was recognized as a 
continuing one, notwi'l-tanding Mr. Lippincott's as- : 
signment. ‘ 
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The complainant enjoyed, notwithstanding Mr. 
Lippincott’s assignment, all the rights aod benefits 
contemplstd hy the contracts, including the liccuse to 
manufacture a special type of graphophone under Edi- 
son’s broad patents, and ie organization of a selling com- 
pany, with selling visits, bound to sell the phonograph 
and graphophone on terms of equality. 


Now that Edison’s broad patent on the phonograph - 


has expired, and the complainant needs no further 
protection against this patent, it should not* (havin; 
enjoyed freedom from litigation during tle term which 
it required that freedom) be allowed to assert that the 
corresponding protection should be withdrawn from 


‘the other party to the exchange of licenses simply be- 


cause Mr. Lippincott is dead. His selling rights were 
assigned to the North American Phonograph Company, 
and that company was recognized by the complainant 
in the formal agreement of August 6, 1888, as having 
the right to seli or lease the phonograph (R., p. 35). 

Further, can any of the parties to these manufactur- 
ing contracts now call in question their binding effect 
in view of the rights which were granted to local com- 
panies, and for which those local companies paid large 
sums of money ? Those rights extend until March, 1903, 
and provide that the local companies may demand 
from the Edison Phonograph Works the phonographs 
which they paid their money for the right to sell in 
particular territories. 

It should also be borne in mind that the Edison 
Phonograph Company did not part with its rights to 
sell. It consented to a modification of the contracts, 


“so as to admit of the sale of phonographs, or sup- 
plies therefor, manufactured by the said Edison, to the 
North American Phonograph Company” (R., p. 195). 


This evidently did not exclude its own right to sell 
the phonograph and its supplies. Consequently, the 
selling rights and obligations of the defendant are that 
it should sel] to the Edison Phonograph Company, or 
the North American Phonograph Company, or such 
sub-companies and agents whose coutracts give them 
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recourse directly to the @. fondant, should they be un- 
able to secure their pliomoaphs through the selling 
mediums established direetly b3 the contracts, and the 
failure of Lippincott does not make the manufacturing 
contract inoperative by withdrewiny, the outlet for the 
product manufactured. Such outlets, established under 
the contrests, still exist. Aside from this, a license 
to sell will be implied from a license to make. 
Walker on Patents, Sec. 297. 
Steam Stone Cuiter Co. vs. Shortsleeves, 16 
Blatch., 382. 
Steam Stone Cutter Co. vs. Shortsleeves, 3 
Ban. & Ard., 364. 


In may be asserted for the complainant that the 


complaivant’s contracts with Mr. Lippincott were per- ° 


sonal contracts which expired at the time he ceased to 
operate under them, namely, May 1, 1891, and that 
since Mr. Lippincott could not convey rights more ex- 
tenSive than those he had, the manufacturing contracts 
ceased to be binding simultaneously with the expira- 
tion of Mr. Lippincott’s coutracts with the complainant. 
We do not need to assert for the contracts. between 
Mr. Lippincott and complainant that they gave him the 
right to grant a manufacturing license. The manufactur- 
ing contracts were independent of Mr. Lippincott’s con- 
tracts with the complainant. The latter simply form one 
item of the numerous “ems showing the representative 
character in which Mr. Lippincott acted. They are, 
so far as they go, evidence of the manufacturing con- 
tracts—not the contracts themselves which need not be 
in writing. If Mr. Lippincott ade the manufact- 
uring contracts with the assent of the complainant, or 
such contracts were subsequently ratified by the com- 
plainant, or the course of business under such contracts 
was such that the complainant is estopped from deny- 
ing their binding effect, it matters not what wis the 
nature of Mr. Lippincott’s contracts with the complain- 
ant, or, indeed, whether he had any such contracts at 
all. 
Union Switeh and Signal Co vs. dohvson 
Railroad Signal Co., G1 ¥. R., Y40. 
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Some Sinilar Oscees, 


The Comis have considercd cases like the present 
onc, where conlicting patent interests have been har- 
monved and mannfactoring and other vights have been 
diviced, and the parties have been waiformly held up 
to a full responsibility for such contracts, as creating 
definite and continuing rights under the patents. 

In Star Sell Castor Co. vs. Crossman, 3 Van. & Ard., 
281 (1878), Judge CLirrorp had before him a case where 
the defendant had a broad patent on providing a salt- 
box with an obstruction for pulverizing the salt, and 
the complainant owned a limited patent on providing a 
salt-box with an obstruction in the form of a movable 
pulverizer. Both parties had been making salt-boxes 
with the movable pulverizer, that being the form which 
the trade required, and the defendant had claimed an 
infringement of his broad patent by the complainant, 
and the complainant had asserted an infringement of 
his limited patent by the defendant. An agreement 
was entered into whereby it was provided that the de- 
fendant should make salt-boxes with wooden movable 
pulverizers, and the complainant should make salt- 
boxes with metallic movable pulverizers. The defend- 
ant did not live up to this agreement, but made boxes 
with the metallie pulverizers, and a suit was brought by 
the complainant, owning the limited patent, for an in- 
junction, accounting, etc. The bill was sustained. The 
opinion contains a number of statements pertinent to 
the present controversy. 

In Rumsey vs. Buck, 20 F.T., v97 (1884), Judge 
TreaT had before him a case where copartners, owning 
a broad patent and also a specific patent on track drills, 
dissolved their partnership, the broad patent being as- 
sigaed to one and the specific patent to the other by 
the copartnership. Subsequently, the separate patent 
owners 
“ entero] into an agreement as to the price which should 
be charged fs~ drills which they were respectively to 
manufacture uder the two patents.” 
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Subsequently, the owner of the broad patent sued the 
owner of the specific patent for infringement. Judgo 
Treat, on examining the devices, concluded that 


_ eee 


there was no infringement, but he also held that 
the complainant was estopped from claiming that drills 
manufacturec under the specifie patent were liable to 
the broad patent, on account of the agreement between hs 
the two parties as to prices, which contemplated that 
each was to make a_ particular device without hin- 
drance from the other: 

In Pratt vs. Wilcox Mfy. Co., 64 F. Th, 589 (1893), 
Judge Jexkixs had before him a suit on a patent relat- 
ing to door-hangers. It appears that the complainants 
and defendant, who were manufacturers of door-hangers —- 
and owners of patents, had entered into an agreement 
by which each was.to have the right to sue on the 
ether’s patents, and by which each was to manufacture 
a particular type of door-hanger, and neither was to 
license others. Five years later the complainants be- ‘ 
came the sole licensees under another patent, and suit Ril 
war. brought by these licensees, joining with them the 
owner of the patent, against the defendant. Judge 
JENKINS says : ‘ 

“ The contract wit the defendant was substantially 
an agreement by which each party agreed not to inter- 
fere with the other in the manufacture of the inventions 


set forth in their respective patents, but to protect 
each other. .It was an alliar e offensive and de- 


fensive.” ; 


- Judge Jexkrys says that it was the duty of the com- 


plainants to protect the defendant in this manufactur- . i 
ing right, and the agreement being still in force, bj 
“it would be inequitable to permit them in violation of 
their agreement to acquire by superior title the right ‘ 

to act in violation of their duty.” 16 


The bill was dismissed on this ground, without 
inquiring into the subject of the validity of the patent, . 
or the novelty of the invention, or the question of in. 
fringement. 
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i CONCLUSION, 
@ 
. Tt is respectfully submitted that defendant's plea 
should be sustained, aud the bill of complaint dis- 
* missed.* 
t ArcHanp N. Dyer, 
Samvren O. Epmonps, 
Of Counsel for Defendant. 
Dyer & Driscot, 
Solicitors for Defendant. & 
New York, April 25, 1895. 
i 
} 
i 
a 
< 
| *For a discussion of complainant’s brief and argument see 
‘ é appendix. 
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Discussion of Complainani’s) Erief and 
Argument. 


Complainant’s counsel, by his brief and argument, has 
reduced the discussion toa narrow issue. He asserts 
that the agreements of June 28, 1888,and August 1, 
1888, with Edison and the defendant, make no reference 
to the complainant’s patents ou the graphophone, and 
do not attempt to grant rights under those patents, but 
only continue the manufacturing rights of the defend- 
ant under Edison’s patents. He also asserts that the 
only vights which the complainant ever conveyed were 
cortuin selling rights contained in the agreements of 
Sinveh 26, 1888, and August 6, 1888, between the com- 
viainant and Lippincott. That by these agreements 
1 oincott was authorized to sell the phonograph, 
which authority to sell implied a right to have the 
phonographs manufactured by somebody, and that Lip- 
pincott made an arrangement with the defendant to 
manufacture the plhonographs, which arrangement war 
co-extensive in time with Lippincoitt’s right to sell, and 
terminated when Lippincett’s right to sell terminated. 

This is aningenious construction of the documents, 
but is not one which can be reached from the docu- 
ments themselves or from the circumstances surrounding 
their execution. It needs but a viance to ascertain that 
the manufacturing contracts o/ June 28th and August 
1,1888, granted the rights “in perpetuity,” because 
that is the language which the contracts use. Nor 
does it need more than a glance to determine that those 
contracts deal both with the phonograph and the 
graphophone patents, because they say so in terms. 

Mr. Ec.son says he dealt with Mr. Lippincott as the 
representative of the complainant. The resord is full 
of evidence showing not only that lie was justified in 
that belief by the acts of the complainant, but that 
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Lippineott was directly authorized by the complainant 
to make the contracts. In view of the facts which i 
shown at page 26 ef sey. of our bricf, it issomewhat sur 
prising to find in complainant’s brief (p. 14) the state- 
ment that“ there is neta particle of evidence * * * that 
the specified agreements to which the complainant was 
not a party were exeented with its ‘ knowledge and con- 
seut.’” Not only did the co nplainant know of the 
agreements and consent to them in advance, but, as we 
have shown in our brief, it subsequently formally rati- 
fied them by the execution of agreements with Lippin- 
cott, one of which gave it the option to itself become 
the owner of what Lippincott himself acquired, and 
further ratified them by permitting the business to go 
forward without protest, but for its benefit, under the 
assumption that Lippincott’s acts were fully authorized 
by it, and that the rights were to continue to 1903. It 
is immaterial that the complainant -vas not itself named 
as a party to the agreements so long as the agreements 
purported to deal with complainant’s property and were 
made with its kuowledge and consent or were subse- 
quently ratified by it. The principle of agency which 
controls such a situation is tersely stated by Mr. Jus- 
tice SwayveE in Bronsou’s Executor vs. Chappel, 12 Wall., 
681, 683, in the following language : 

“ Agents are “pecial, general, or universal. Where writ- 
ten evidence ot ‘their appointment is not required, it may 
be implied from circumstances. These circumstances 
are the acts of the agent and their recognition, or acqui- 
escence, by the principal. The same considerations fix 
the category of the agency and the limits of the authority 
conferred. Where one, without objection, suffers another 
to do acts which proceed upon the ground of authority 
from him, or by his conduct adopts and sanctions such 
acts after they are done, he will be beund, although no 
previous authority exist, in all respects as if the requi- 
site power had been given in the most formal imanner. 
If he has justified the belief of a third party thai the 
person assuming to be his agent was authorized to do 
what was done, it is no answer for him to say that no 
authority had been given, or that it did not reach so 
far, and that the third party had acted upon a mistaken 
conclusion. He is estopped to take refuge in such a 
defense. Ifaloss isto be borne, the author of the 
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error must bear it. Tf business has been transacted in 
certain cases it is implic t that the like business may he 
transacted in others. ‘Phe inference to be drawn is, 
that everything faiviv within the scope of the powers 
exercised in the past inay be done in the fnture, until 
notice of reyvocathen oy disclaimer is brought home to 
those whose iiferesf= are concerned. Under such cir- 
enistances the pro rec or absence of authority in 
point of fact is immaterial to the rights of third per- 
sons whose interests are involved. The seeming and 
reality are followed by the same consequences. In 
either case the legal result is the same.” 


See, also, ‘F 
Union Switch aul Signal Co. vs. Tohnson 
R. KR. Siquel Co., G1 F. KR. 940, 944. 


Complainant’s counsel asserts that the only right 
which the defendant.could obtain from the complain- 
ant through au agreement with Lippincott must have 
proceeded from Lippincott’s agreements with the com- 
plainant, aud since those agreements related only to 
selling rights, uo such license as that which defendant 
asserts could have been granted under them. The error 
of complainant’s counsel in this assertion is in assuming 
that the complainant could not be bound, except by 
written contracts to which it was directly a party. 
As stated by Judge Better, in Union Switeh and Sig- 
nal Co. vs. Johnson LP. R. Signal Co., supra, a license 
contract need not be in writing, but may be evidenced, 
in whole or in part, by a written instrument, and if the 
principal consented to or ratified a license agreement 
drawn by the agent, it is immaterial that the principal 
does not appear as a party to the agreement, provided 
the agreement purports to deal with the principal's 
property. The manufacturing contracts in this case 
purport to grant certain rights in perpetuity under the 
complainant's patents, and having been executed with 
the knowledge and consent of complainant, and subse- 
quently ratified by it, are evidently binding upon the 
complainant. 

Complainant’s counsel asserts that the defendant 
must show an “unconditional, perpetual and free 
license,” and must plead and show 
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“compliance on its part with all the terms thereof, 
and particularly the payment or tender of payment of 
the royalties sjcciiied thereiu on all phonographs and 
supplies.” 


But in this assertion complainant’s connse! ov crlooks 
the principle of law relating to the burden of proof. 
The desendaut has proved the grant of a license in 
perpetuity, and the burden is upon the complainant to 
show that there has been such a noneoinpliance with 
the terms of the license as to justify the conclusion that 
the license has been terminated by the acts of thie 
licensee. If the license exists and requires the de. 
fendant to pay royalty the complainant’s remedy is 
evidently a suit for the recovery of the royalty under 


_ the license. 


Complainant’s counsel --serts a want of considcra- 
tion for any such license as that which defendant 
alleges, and appeals to the sense of justice of the Court 
to deny the existense of the license, because it will he 
one from which the complainant will not receive any 
royalty. The attitude of the complainant on this point 
is not supported by the record. The consideration for 
the exchange of the manufacturing licenses was princi- 


pally a freedom from litigation, and particularly, so 


far as the complaint is concerned, the right to use 
Edison’s broa’. patent on the phonograph. If tl: 
complainant had not received that right it would not 
have been able to do business at all on the grapho- 
phone. 

It received upwards of $250,000 from the business 
which the license on Edison’s patent enabled it to do, 
and if its machine had been a success it would have 
continved to receive like amounts. Its failure to make 
a successful machine and not the failure of considera- 
tion for the license prevented it from receiving large 
and continuing profits. 

Mr. Lippincott’s agreement to pay ten dollars for 
each phonograph he should sell, was, as we assert, a 
personal agreement based upon the loss of his person:! 
services. This was Mr. Lombard’s vicw of the situation 
(Ri., p. 140). It was also evidently the view of the com- 
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plainaut while the busines was in progress. Speaking 
of Mr. Lippincott's contract, Col. Payne, in his address 
to the convention of phonograph companics in June, 
1891, stated (It, p. 372); 


“Tt calls for Mr. Lippincott's personal exertions, and 
provides that he is to devote a certain amount of his 
personal time to the development of the business.” 


The present situation is brought about by the fact 
that Edison’s broad patent has expired and the com- 
plainant no longer needs protection under it; but the 
contracts furnish no indication that the rights were to 
be terminated when Mr. Edison’s brozd patent expired. 
Those rights were granted “in perpetuity.” 


Referring to some special matters in complaina:t’s 
brief: 

1. The decree in the case against the Coluibia Pho- 
nograph Company was a default decree. The defend- 
ant had nothing to do with'that case. 


2. The statement made by complainant’s counsel that 
the witnesses Walcutt and Lombard are intensely hos- 
tile to the complainant is not supported by the record 
and, so far as we know, has no foundation in fact. 


3. The quotation given at page 20 of complainant's 
brief from remarks made by Myr. Lombard before the 
phonograph convention of 1892 is, as we showed at 
the argument, an incomplete quotation. Mr. Lom- 
bard, in the very next sentence, stated that he was not 
competent to pass upon the contract rights, which 
would have to be settled by litigation. 


4. The statement contained at page 21 of the com- 
plainant’s bricf that in the suits brought in February, 
1893, and which were defended by the North Ameri- 
can Phonograph Company at their beginning, there was 
no attempt to justify under a license, is not in accord- 
ance with the fact. Complainant's counsel refers to 
the present suit and to the suit against the Columbia 
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Phonograph Company, which were both brought in 

February, 1893. An answer was filed in both eases, i 

setung up the Heense and attacking the validity of the + { 

‘ patents. Complainaut’s counsel made a similar asses 

- = “ jor on the argument of two metions for preliminary i 

injunction, one made in New Jersey, before Judge _ 

Greex, and one made in New Youl., before Judge _ 

Laconnr, both of which motions were denied, and he 

also made the same statement on one or more ocea- 

sions hefore Judge Guxes when questions of time and 

; procedure were wider diseussion, On ell these ecea- 

Z sions we denied the truth of the statement made by a 

complainant’s counsel, and it then appeared thot he 

| did not mean literally what he said, but that his view | 
{ being that the defendant could not defend 

| both by attacking the validity of the  pat- 

ents and by setting up a license (on sume “ea 

| 

| 
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tule as to inconsistent defenses), he felt himself 
warranted in selecting that one of the defenses which 
answered his purpose, and in making the statement = 
that that was the only defense which the answer set up. 
The statement referred to and some other matters in 

the brief are directed to belittling the defendant’s posi- : 

tion by showing that it is one whieh has becn only 
recently taken. But the fact is, that from the very 
start of the litigation the manufacturing license has : 
been asserted in every suit which has been brought by 
the complainant against manufacturers, sellers or users 
of the phonograph. 


«a 


Practice Under a Plea and Replication. 


Compluinant’s counsel takes, in his brief and arg 

ment, the position that the form of th. plea limits the ; 
. ' : entire discussion to the question as to whether the con- 
tracts set out at length in the plea constitute an ex- 
press license under the complainvant’s patents, if, as the 
plea alleges, they were made with the knowledee and z] 
consent of the complainant. He denies thet the con- 
sent and knowledge of the complainant have been 
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pore oat welding GLef, he esserts that the defendant 
should be boi &) ihe striet rales of practice under « 
plea and replication, and that those rules put in issue 
not only the fact of the execution of the agreements, 
but the suficieney of those agreements to ercate a 
license, and exelide el! other proof. 

The intimation that complainant's counsel was en- 
trapped into filing a replication to an insufficient plea 
needs only the explanation that the stipulation was pre- 
pured hastily during the taking of testimony, was the pro- 
duct of counsel for both sides, and was’ not intended to 
deprive the complainant of the right to set the plea down 
for argument if it saw fit so to do, although that con- 
tingency was not then in the minds of counsel. In 
fact, after the plea was filed and before the replication 
was filed, complainant's counsel told defendant’s coun- 
sel that if he concluded to set the »'ca down for airgu- 
ment, he would not feel bound by the stipulation to tile 
a replication, and that position was not contested. Cer- 
tainly the Court would have given relief if defendant’s 
counsel had refused it. 

Notwithstanding the fact that the sufliciency of the 
agreements set out in the plea is a question which can 
be determined by inspection of th. plea itself, com- 
plainant’s counsel asserts that it is a question of fact 
put in issue by the replication, and not a question of 
law to be determined by setting the plea down for argu- 
ment, aud as authority for that position, he refers to 
the-case of Llgin Co. vs. Nichols. A careful examina- 
tion of that case shows that it does not support the 
contention of complainant’s counsel. Nothing appears 
in the opinion nor in the statement of facts which pre- 


oon it, showing that the contracts which were relied 


pon to constitute the license were embodied in the 
plea. They were a matter of “ proof,” according to the 
Court. The plea alleged that there were certain agree- 
ments which constituted a license. As we understand 
the case, those agreements did not appear in the plea, 
but were subsequently proved, and consequently it was 
for the Court to examine them and ascertain whether 
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they created the licens: ¢ ecanse that que-tron could 
not have been determined ly setting Uhe plea dows fur 
argument. 

In Horn vs. Detroit Dry Lock Co. 150 CLS., G1e 
the reccipts and acquittances wiich were pleaded s; 
defers to the action were set out in the plea (p. 610; 
Upon this situation the Supreme Court says (p. 626) : 

* Again, it is urged Ly counsel for the appellant that 
her receipt of Movch: 17, 1886, executed wyon the 


making of the compro kis, is open to explanatio. by 
parol proof, for the pirpo-s of showing what the s-] 


consideration was under the rie recognized an! i... 
plied in Fire “Ins. Co. vs. Wiehierin (41 U.S. 254). 
While this may be true in respect to receipts generally, 
the fact is overlooked that the issue made by the >: 
plication was simply the existence-of the receipt as sc! 
forth in the plea. The complainant, neither in her 
bill nor in her replication to the plea, raised any que 
tion as to the correctness of the receipt executed by 
her. Her replication, as already stated, simply put i: 
issue the truth of the plea, and that being establishe:’, 
the dismissal of the bill necessarily followed under the 
authorities refered io. * * * White an aceordand 
satisfaction may be set aside if it is shown that the 
parties to the tra» saction were mntuelly mistaken’ with 
regard to the muaterial facts, such mist.ke must be set 
up by proper pleading. It is not available where it j 
neither averred in the bill nov referred to ina plea is. 
bar, and a general replication thezcto, which merely 
puts in issue the truth of the plea.” 


This decision of. the Supreme Court is directly upon 
the point, and is the latest expression of that Court on 
this subject. Weare unable to find anything in the 
case referred to by complainant’s counsel which is in- 
consistent with this decision, or, indeed, which passes 
upon the question referred to. 

We still adhere to the position that under the es- 
tablished rules of practice the only thing which is put 
in issue by that portion of the plea which alleges the 
license, is the execution of the agreements, aud the 
fact that they were executed with the knowledge: and 
consent of the complainant and forthe purpose stated 
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in the plea. But even if the Court should not agree 
with us in this attitude, but should find with the com- 
plainsal that it is proper to examine the ayrecments to 
see if they do constitute a license, our confidence 
the streasth of the defendant’s case ts fit unshaken, 
because the asrcements themselves pay.) fo cs. ta 
license in perpetuity under the complainan’’s patents, 
md the proof that they were made with the kiewledge 
and consent of the complainant and for tho purpose 
which the plea allées is amvle. \ 
New York, April 27, 1895. ! 
2icuarp N. Dyer, { 
Save. O. Epwoxps, 
Of Counsel for Defendant. 
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